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This book was written by three Soviet economists 
working at the U.S.S.R. Academy of Sciences. In their 
critical analysis of the different views of Western econ- 
omists the three authors take the same theoretical stand, 
namely, the stand of scientific socialism, Marxism, which 
has demonstrated that modern capitalism is a system 
that has entered the period of its decline, that capitalism 
must inevitably be replaced by socialist society. The cor- 
rectness of any theory is proved by practice. The cor- 
rectness of Marxism has been demonstrated by history, 
particularly the fifty years of the Soviet Union’s powerful 
development as well as the achievements of the socialist 
countries which came into being after the Second World 
War. The existence and rapid growth of the socialist 
countries have shown that socialism must inevitably 
supersede capitalism, although this may take a number 
of decades. 

Such is the ideological creed of the authors. 

Marxist science maintains that the economic ideas and 
conceptions defend and express with especial clarity the 
views and interests of classes and large social groups 
within a class. An analysis of the works of the most 
prominent representatives of different schools or trends 
of economic science is therefore important not only for 
characterising the particular school or trend, but also 
for ascertaining the interests and positions of the class 
and social group represented by the given author. The 
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present volume examines critically the views of three 
well-known Western economists—John Galbraith, Adolf 
Berle and Colin Clark—who take the stand of the capit- 
alist class, defend its interests and are its ideologists. 

In the 1930s the first two of these authors supported 
Franklin Roosevelt’s “New Deal”, and since the end of 
the war have been propounding state regulation of the 
economy. In the U.S.A. such economists have earned the 
reputation of “liberals”. In this sense the British econ- 
omist Colin Clark also holds liberal views. 

It should be noted that the concept of American liberals 
differs from that of neo-liberals generally accepted in 
West European economic literature. 

Whereas American liberals advocated, especially in the 
1930s, a number of reforms, political included, most of 
them favouring state regulation of the economy, the West 
European neo-liberals of different trends defend the 
“free enterprise” theory. 

A contradiction between the theoretical propositions 
and practical suggestions of the neo-liberals in economic 
policy has already been noted in the economic literature 
of different countries. In theory, neo-liberals, especially 
those of West Germany (Eucken, Röpke, Ehrhard) and 
Britain (Lionel Robins) advocate free competition, oppose 
extensive state intervention in economic life and make 
every attempt to substantiate the possibility of restoring 
economic balance and preventing recessions and crises 
by a free play of the market forces. At the same time, 
in elaborating practical suggestions for the country’s 
economic policy, the West German neo-liberals, as also 
the champions of “free enterprise” in other countries 
(the Chicago school, the London school, the neo-liberals 
in Italy) advocate state intervention in economic life 
within certain limits. 

It should be noted that in the 1960s the advocates of 
the “free enterprise” theory and neo-liberalism have 
increasingly inclined to extending state intervention in 
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economic life, particularly to accelerate the rate of eco- 
nomic growth. 

This contradiction between the support of free compe- 
tition and denial of state intervention in economic life 
in theory and, the-defence of this intervention in practice, 
is tied up with the interests of big business. The latter 
agrees to state intervention as long as it is to its advantage, 
consolidates its domination in the economy and helps 
to increase its profits and opposes this intervention as 
soon as the situation permits. 

The praise of free competition by the representatives 
of this trend is most commonly associated with the 
striving of big business to retain its influence on small 
independent manufacturers, handicraftsmen, small tra- 
ders, small and middle farmers. These groups of the 
population are oppressed by monopolies and are dreaming 
of going back to the capitalism of the 19th century when 
free competition prevailed and the capital was not con- 
centrated in the hands of a few large corporations. 

Here we are emphasising the difference between the 
American liberals not only with regard to economic 
theory. It is also important to note that, despite the 
difference in the economic views of the neo-liberals and 
the advocates of the “free enterprise” theory in different 
countries, most of them take a conservative and extremely 
Right stand. 

The advocates of “free enterprise” from the Chicago 
school, as a rule, support the country’s most conservative 
and most reactionary political groups. Many of them 
openly supported Goldwater in the 1964 presidential 
elections. The West German neo-liberals adhere to posi- 
tions of extreme anti-communism and support the West 
German revenge-seekers. The British neo-liberals support 
the Conservatives. 

It is therefore necessary to distinguish the American 
liberals from this type of extreme reactionaries. Galbraith 
can by no means be listed among the ideologists of 
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Pentagon and the war industry monopolies. He advocates 
a policy of peaceful coexistence and competition of the 
two socio-economic syslems—capilalist and socialist. 
Emphasising the extreme danger of a thermonuclear war 
for all of mankind, he is in favour of settling the question 
of superiority of either of the two socio-economic systems 
not by military, but by economic means. Colin Clark, 
whose views are very close to those held by the Right- 
wing Labourites, takes the same stand. Galbraith advo- 
cates an increase in the social expenditures of the state, 
i.e on schools, hospitals, public works and unemploy- 
ment relief, He is a typical representative of the school 
of Western economists who realise that, in order to 
survive, capitalism must introduce certain reforms and 
make some concessions to the broad masses of the people. 

The difference between the economists of the Galbraith 
and Colin Clark type and the anti-Communists of the 
pro-fascist and pro-Goldwater type, must not be overloo- 
ked. This circumstance is rightfully noted by the authors 
of this book. 

While bearing this difference in mind, the authors at 
the same time justly and rightly criticise Galbraith’s, 
Berle’s and Colin Clark’s views. 
Galbraith for his capitulation to 
Anikin criticises the stand 
nopolistic corporations, 
Olsevich for his defence 
tions. 

All the three authors, whose views are analysed, are 
at one in their defence of the theory of “transformation” 
of capitalism. Proceeding from different theoretical 
premises, John Galbraith, Adolf Berle and Colin Clark 
adhere to the view that, compared with the old capital- 
ism of free competition, modern capitalism has been 
fundamentally transformed. In their opinion the differ- 
ences between modern and old capitalism are so profound 
that Berle goes, for example, as far as asserting that the 
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point of Berle who extols mo- 
Colin Clark is criticised by Y. 
of the interests of large corpora- 
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corporation is a special institution in which the higher 
administration is working not in its own selfish interests 
or the interests of its class but in the interests of society, 
of the people. 

Berle endeavours to substantiate these assertions by 
treating managers as a group which controls the activities 
of the corporation, as opposed to the shareholders. The 
idea that modern capitalism has lost its negative features 
is defended not only by the advocates of the “managerial 
revolution”. The theory of “transformation of capitalism” 
is also upheld by the champions of the “big business” 
theory and by many advocates of state regulation. In 
their opinion, capitalism must rest on free competition. 
The growth of the power of corporations and state regu- 
lation of economy allegedly do away with the main 
features and laws of capitalism. 

We may agree that capitalism has, in a certain sense, 
really been “transformed”, that the changes which oc- 
curred in it during the first two-thirds of the 20th century 
are really enormous. However, this transformation has 
been accompanied not by an elimination of the main 
features of capitalism and the Jaws governing it, but by 
their retention and development in new forms. 

Both, the old free competition and the new monopoly 
capitalism, are based on private capitalist property and 
appropriation of the workers’ surplus labour by capital- 
ists. The essence and fundamental features of capitalism 
have been retained and only some of its properties have 
changed, namely, free competition has given place to 
monopoly and monopoly prices have superseded those 
freely forming in the market under the influence of 
supply and demand. Owing to monopoly prices, state 
subsidies and military procurement, the largest corpora- 
tions make enormous superprofils. The power of the 
banks and industrial corporations and their opportunities 
of appropriating more and more of the national income 


have tremendously increased. 


In the 19th century the state played the role of a 
constable and let the elemental forces of the market and 
the crises eliminate the disproportions and restore the 
balance of the capitalist economy developing through 
booms and slumps. Today the state acts in league with 
the banking and industrial magnates. To carry out its 
economic policy, the state studies the prospects for de- 
velopment of the economy, works out short- and long- 
term plans and strives to prevail on big business to fulfil 
them. Despite the political independence gained by the 
former colonies and semi-colonies, the economic exploi- 
tation of the liberated countries by export of capital, 
the building of industrial enterprises, purchase of their 
raw materials at low prices and sales of manufactured 
goods at high prices has not only persisted, but has even 
considerably increased. To defend the interests of the 


monopolies, capitalist states do not stop even at using 
military force. 


Although the authors criticised in this book oppose 
a number of Keynesian dogmas, they in some measure 
advocate state regulation and state intervention in the 
economy. The defence of state regulation has become a 
sign of the times. Moreover, under present-day conditions, 
in addition to justifying the very existence of the bour- 
geois system ideologically, economics has yet another 
task, that of elaborating advice and suggestions concern- 
ing the economic policy the state should pursue, the 
practical measures it should carry out to prevent economic 
crises of overproduction, the measures it should adopt to 
prevent unemployment from increasing to the extent 
where it may jeopardise the existence of capitalism. Of 
late the practical task or function of economists has 
unusually expanded with the result that many econ- 
omists are now working in the government machinery 
or as advisers in large corporations. 

But there is a sphere in which the ideological and 
practical aspects of the bourgeois economic theories 
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interweave and interact. It is the sphere of the theory 
and practice of state regulation. Problems of state regula- 
tion, of economic policy now agitate the minds of all 
economists—Keynesians and anti-Keynesians, advocates 
of laissez-faire and their opponents. In the works of 
the economists analysed in this book problems of state 
regulation play an important part, although their views 
are not identical. 

Galbraith, like most of those who are referred to as 
American liberals, is close to Keynesianism. However, 
this does not indicate unconditional support to Keynes’ 
theory. He is, in particular, opposed to the policy of 
“controlled” inflation which is the most important part 
of Keynes’ theory. Nor is he all alone in this case. 
Monetary inflation is also opposed by many other econ- 
omists who reflect the moods of most diverse social 
groups which have a fixed income (including the owners 
of government and corporation bonds). He differs from 
the neo-Keynesians—advocates of the theory of growth— 
by his understanding of the qualitative aspect of compe- 
tition of the two socio-economic systems, the understand- 
ing that the outcome of the competition between the 
socialist and capitalist systems will in the end be decided 
not only by the level of the productive forces which the 
given system is capable of ensuring, but also by the 
quality of the very social system, i.e., which of the systems 
provides real freedoms and can satisfy the vital inter- 
ests of the popular masses. 

In the socialist countries the increase in production 
and the technological progress lead to a rise in the 
living standards of all the people because the people 
themselves and not capitalist monopolies own the in- 
struments of labour and the means of production. This 
is attested by the systematic rise in the well-being and 
eople in socialist countries that accom- 


culture of the p 
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illustrated by the new 1966-70 Five-Year Plan for 
Economic Development of the U.S.S.R. 

Galbraith understands the importance of the qualita- 
tive aspect of competition between the two systems and 
therefore does not advocate artificial acceleration of the 
rate of economic growth by the state (propounded by 
neo-Keynesians from fear that the U.S.A. will sooner oF 
later be defeated by the U.S.S.R. in economic competi- 
tion), but advises an increase in the state expenditure on 
science, education and public health. He, as well as some 
other economists, holds that the important thing is not 
so much to accelerate the rate of growth, as to solve the 
social problems. His suggestion to increase the social 
expenditures of the state differs advantageously from 
the suggestions of the overwhelming majority of Key- 
nesians and neo-Keynesians for whom the most important 
thing is to control the crises and accelerale the rate of 
growth at all costs. 

This is a positive aspect of his stand. Of course, 
Galbraith considers the reforms he suggests as a means of 
consolidating capitalism. We differ with Galbraith in 
understanding the importance and role of reforms in 
capitalist society. Historical experience shows that the 
ruling monopolistic groups in the West concede to 
reforms only under pressure of the popular masses. 
Reforms are a by-product of the class struggle. 

The part of the book dealing with Galbraith’s views 
comes first precisely because his work raise the most 
urgent problems of modern capitalism. 

The ideas of state regulation upheld by C. Clark are 
closer to those of Galbraith than to those of Keynes. 
Like Galbraith, he is against inflation and a deficit budget. 
Contrary to Keynesian recipes, which boil down to 
controlling crises and mass unemployment by means of a 
credit-monetary and budget policies, C. Clark suggests 
nationalisation in the branches of the economy where 
monopolisation has gone to “extremes”. Galbraith does 
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not propose nationalisation of various branches of the 
economy as a means of resolving the contradictions of 
bourgeois society. As for C. Clark, while suggesting na- 
tionalisation of certain branches of the economy, he does 
not thereby intend to attack the principles of bourgeois 
society. Resting upon the experience of nationalisation 
of some branches of the economy in Britain after World 
War II he regards this from of state intervention in 
the economy as an instrument of saving capitalism. 
Colin Clark feels that the rate growth of the national 
income will in the future inevitably slow down and, 
like Galbraith, he sees no misfortune in it for capi- 
talism. 

The works of Galbraith, Berle and Clark are widely 
used for propagandising the theory of the “welfare 
state”, according to which present-day capitalist society 
either as a result of the activity of the state which is 
presumably equally concerned with the poor and the 
rich, or because of the particularly rapid development 
of science, technology and the productivity of social 
labour ensures prosperity and affluence for all its citizens. 
The advocates of the theory of “universal welfare” 
maintain that in present-day bourgeois society the an- 
tagonism between wage workers and capita 
presumably disappearing. The propaganda of the theory 
of “universal welfare” has assumed an especially large 
scope during the second half of the 1950s, the United 
States of America being declared the country which 
most completely embodies the features of “a welfare 


state”. 
Experience has shown the one-sidedness of this theory. 


Several books published in the sixties have, on the basis 
of statistics and incontestable facts, shown that in the 
U.S.A., the vounted country of “affluence” and “universal 
welfare”, millions of people live in poverty. 

Suffice it to mention in this connection the works of 
the American economists Michael Harrington, Herman 
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P. Miller, Robert Teobald and a number of others,* G 
which the authors who, on the whole, take a bourgeois 
stand are forced to show that the “welfare society” or 
the “affluent society”, as it was called by Galbraith, 
conceals extremes of poverty and riches. 

The existence of millions of poor in the richest capi- 
talist country—the U.S.A.—was acknowledged by President 
Johnson in a number of his speeches. Millions of unem- 
ployed, i.e., a vast army of people living on the dole, such 
is the reverse side of the “welfare” and “affluent” society. 
Even the industrial boom which has now lasted several 
years has failed essentially to reduce this army of “su- 
perfluous people”. 

The economic slump, which the war in Vietnam 
partly disguises and partly holds back, as admitted by 
various American and West European economists, will 
lead to a new rise in unemployment. 

Thus there can be seen to obtain a direct link between 
the theories of the economists and the existing situation 
in present-day capitalist countries, an analysis of which 
this book seeks to provide. 


I. Dvorkin 


* a) Michael Harrington, The Other America, Poverty 
in the United States, New York, 1962. 

b) Herman P, Miller, Rich Man, Poor Man. The 
Distribution of Income in America, N.Y., 1964; Robert 
Teobald, Free Men and Free Markets, N.Y., 1965. 


“Where there is obviously a discrepancy 
between the reality and the doctrine, one 
has to change the doctrine.” 


(John K. Galbraith, from an interview, 
published in the Observer, November 
27, 1966.) 


PART I 


JOHN K. GALBRAITH’S THEORY 
OF STATE INTERVENTION 


By S. Dalin 


John Kenneth Galbraith* is one of the best- 
known present-day American economists deal- 
ing with theoretical problems of modern capital- 
ism. His theory has become quite popular in 
the capitalist countries of Europe and has 
influenced the theoretical conceptions of Right- 
wing socialists. 

Galbraith’s theory is rooted in the situation 
of the great 1929-33 economic crisis which par- 
licularly affected the U.S.A. It is not without 


* John Kenneth Galbraith was born in Canada. Be- 
fore World V I] he taught at California, Harvard and 
Princeton universities. In the beginning of World War Il 
he worked in the National Defence Advisory System, al 
the end of 1941 he was appointed Depuly Admini ator 
of the American Office of Price Administration and from 
1943 was in charge of the economic work of the U.S. 
Strategic Bombing Survey. After the end of World 
War II (in 1946) he was Head of the Office of Econom- 
ic Security Policy. Simultaneously, from 1943 to 1948, 
le was Editor of Fortune magazine, From 1949—Profes- 
sor of Economies at Harvard University. Of late—Coun 
sellor of the Democratic Party on nomic Problems. 
During the Kennedy administration was United States 
Ambassador to India. Al present—Professor at Harvard 


University. 
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reason that Galbraith himself allaches special 
importance to his book The Great Crash devot- 
ed to the outbreak of the 1929 crisis. . 
“The tragic 1930s” showed that “something 
was rotten in the state of Denmark”. The num- 
ber of unemployed in the U.S.A. reached 17 mil- 
lion, unemployment affecting not only indus- 
trial, but also considerable sections of while- 
collar workers. The sharp drop in prices on agri- 
cultural products resulted in ruination of the 
farmers. Numerous small and middle urban capi- 
talists went bankrupt. In the end the wave of 
bankruptcies overwhelmed the entire banking 
system. The discontent of the popular masses 
grew with each passing day. The ideological 
disorder in the camp of the bourgeoisie in- 
creased. Since the latter is not homogeneous in 
its composition and each of its groups has, in 
addition to the common class interests, also its 
own special interests, this engendered the 
appearance of various programmes for saving 
capitalism. The liberal bourgeoisie and the bour- 
geois intellectuals of the U.S.A. joined in Frank- 
lin D. Roosevelts “New Deal”. Among them 
was also John Kenneth Galbraith. 
The 1930s, marked in the U.S.A. by two 
economic crises and an unusually severe and 
protracted depression, passed. Came World War 
II. The war industry developed, unemployment 
decreased and the profits of the monopolies 
increased. The American bourgeoisie, grown 
rich on the war, began to claim world supre- 
macy. 
But after World War II the general situation 
sharply changed. After the defeat of fascism 
popular revolutions won in a number of Euro- 
pean and Asian countries with the result that 
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these countries adopted socialist system. The 
post-war years also saw the collapse of the co- 
lonial system of imperialism. Several countries 
liberated from colonial oppression took the 
road of non-capitalist development. In the ca- 
pitalist countries there was an upsurge of the 
working-class movement. All these processes 
indicated a deepening of the crisis of the capital- 
ist system. 

In this new historical situation American im- 
perialism took the lead in the struggle of world 
reaction against socialism. It declared cold war 
on the world socialist system. 

Such theorists of American imperialism as 
professors Thomas C. Cochran and James 
Schlesinger came forward as heralds of the cold 
war and militarisation of the economy. They 
praised modern capitalism as a “system of free 
enterprise”, although everybody knows that this 
system is dominated by monopolies, and there- 
fore enjoys no economic freedom. 

Professor John Galbraith is also an advocate 
of capitalism, but unlike the reactionary apolog- 
ists of American imperialism he has long since 
understood that the capitalism or communism 
issue can no longer be settled by war. He advo- 
cates peaceful competition between the two 
systems. Galbraith feels that in this competition 
capitalism will be able to hold its own only if it 
rids itself of a number of negative characteristics. 
Hence, the programme of strengthening and 
“sanating” capitalism by reforms which must 
supposedly rid capitalism of its vices a 
shortcomings. To substantiate the necessity 


nate its vices by state intervention in economic 
life and thereby to strengthen the positions of 
capitalism in its competition with the world 
socialist system. 

All of Galbraith’s books actually deal with 
the same problems. In these books he elaborates 
various aspects of his theory of “countervailing 
power” set forth in his book American Capital- 
ism. The Concept of Countervailing Power 
where he examines the most urgent problems 
of modern capitalism, namely, the problem of 
concentration and centralisation of capital, mo- 
nopoly domination, the character of competition 
under monopoly capitalism and its effect on the 
movement of prices, and the problem of crises 
and unemployment. But the most important 
part in his theory is played by the problem of 
the further fate of capitalism itself. 

In characterising modern capitalism Galbraith 
rests on the works of A. Berle and G. Means on 
modern corporations and the “corporate revo- 
lution”, Joan Robinson on “imperfect competi- 
tion”, and E. Chamberlin on monopolistic com- 
petition.* Making the conceptions of these au- 
thors his points of departure Galbraith has also 
brought forward his own theory of state inter- 
vention in economic life, which we 


are now 
going to examine. 


* Adolf Berle and Gardiner Means, Modern Corpora- 
tions and Private Property, N.Y., 1933; Adolf Berle, The 
20th Century Capitalist Revolution, N.Y., 1954; Gardiner 
Means, The Corporate Revolution, N.Y., 1962; Joan Ro- 
binson, Economics of Imperfect Competition, Lnd., 1955; 
Edward Chamberlin, The Theory of Monopolistic Com- 
petition, Cambridge, 1956. 
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1. EVOLUTION OF AMERICAN LIBERALS 


The point of departure of Galbraith’s theory 
is the statement that the epoch of free compe- 
tition or “ideal, pure competition”, as he puts 
it, has come to an end and with it has receded 
into history the epoch of “self-regulating ca- 
pilalism”, when its development was determined 
only by the action of blind, elemental laws of 
the capitalist market. The capitalism of free 
competition has, according to him, been replaced 
by oligopolies and “imperfect competition”. 

In all his works Galbraith emphasises that 
modern capitalist economy is now dominated 
by corporations. In his book Modern Competi- 
tion and Business Policy published in 1938 he 
wrote about the “corporation as the dominant 
unit in modern economic life”.* In his book 
The Liberal Hour published in 1960 he repeats 
that the “centrepiece of the modern capitalist 
economy is the great corporation”.** At the 
same time he notes that in some branches of 
American industry large corporations do not as 
yet occupy a dominant position. Despite this the 
country’s economy as a whole is characterised 
by domination of corporations, which, as 
Galbraith puts it, has put an end to the “com- 
petitive model” of classical capitalism. 

Galbraith fully adopts the erroneous concep- 
tion of the corporation contained in Professor 
A. Berle’s work.*** The latter does not treat the 


* H. S. Dennison and J. K. Galbraith, Modern Com- 
petition and Business Policy, New York, 1938, p. 66, 
** John K. Galbraith, The Liberal Hour, Lor 
1960, p. 59. ý 
*** A detailed analysis of Professor Berle’s vies * is 
contained in A. Anikin’s article published in thi 


large modern corporation as a monopoly. 
According to Berle, the corporation is but a legal 
form of ownership opposed to individual own- 
ership. On the basis of the data on the part 
played by the large corporations in the economy 
of the U.S.A. (produced by G. Means) Berle, 
repeating Means, writes that in the 20th century 
there was a “revolution” in the forms of 
ownership, which has allegedly changed the 
nature of capitalism. 

Galbraith accepts this treatment of the “cor- 
porate revolution” and tries to criticise Marx. 
In doing this he misrepresents the doctrine of 
Marx, ascribing to the latter an assertion that 
capital is presumably concentrated in the hands 
only of individual capitalists and not joint-stock 
companies. 

Galbraith writes that the concept of the power 
of capital was based on the fact that “...the 
means for financing the initiation and expansion 
of business enterprises was concentrated in the 
hands of a few men. The ancestry of this idea 
was in Marx’s doctrine of finance capital; it was 
not susceplible to statistical or other empirical 
verification at least in the United States. 

“By contrast, the fact that a substantial pro- 
portion of all production was concentrated in 
the hands of a relatively small number of huge 
firms was readily verified.”* 

This assertion of Galbraith’s is at variance 
with facts since Marx gave in his Capital the 


Here we are dwelling briefly on A. Berle’s theory of the 
corporation only insofar as it is necessary for under- 
standing Prof. J. K. Galbraith’s views. ee 
+ John K. Galbraith, American Capitalism. The Con- 
cept of Countervailing Power, Houghton Mifflin Com- 
pany, Boston, Cambridge, Mass., 1952, p. 116. 
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history and theory of joint-stock capital as far 
back as the middle of last century, i.e., long 
before A. Berle and G. Means’ “epoch-making 
discovery”. Marx held that capitalism neces- 
sarily had to give rise to joint-stock companies 
which are a form of centralisation of capital, 
i.e., a fusing of individual capital without which 
no large enterprises could have come into exist- 
ence. The centralisation of capital led to ab- 
sorption and ousting of small and middle in- 
dividual capitalists by big associated capital. 

At the same time Marx and Engels showed 
that the joint-stock company, which may be a 
different legal form of capitalist ownership con- 
ceals such concentration of production and 
centralisation of capital which inevitably leads 
to formation of monopolies. This proposition of 
Marx and Engels was the point of departure for 
Lenin’s doctrine of the transformation of capi- 
talism of free competition into monopoly 
capitalism. 

Nor does Galbraith correctly refer to ‘“Marx’s 
doctrine of finance capital”. Marx developed a 
doctrine of money capital in general and loan 
capital in particular, while the doctrine of 
finance capital belongs to Lenin. Galbraith is 
obviously confusing these two different catego- 
ries of political economy. By finance capital 
Lenin implied the coalescence of industrial and 
banking monopolies and the formation of a 
finance oligarchy which holds in its hands both 
the industrial and banking monopolies. Inter- 
locking directorates. i.e., a system in which the 
directors of industrial corporations are simul- 
tancously directors of banks and vice versa, 
offer the best example of such coalescence. In 
spite of these facts Galbraith writes that the 
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theory of finance capital “was not susceptible 
to statistical or other empirical verification”. 

Large modern corporations are not only a 
different legal form of private capitalist owner- 
ship, but, what is most important, are monopo- 
lies which dominate in the economy. Many 
bourgeois economists are forced to acknowledge 
this fact. It is also admitted by Galbraith. 

Thus the large modern corporation has been 
given in bourgeois economic literature two dif- 
ferent definitions. First, as a form of ownership 
which is opposed to individual private owner- 
ship. Secondly, a number of bourgeois econom- 
ists are forced to admit that large corporations 
are not only a different legal form of ownership, 
but also a form of centralisation of capital and 
concentration of production, which has led to 
the domination of monopolies in the economy 
of modern capitalism. 

One of the central problems of monopoly 
capitalism is that of monopoly and competition. 
The dialectical explanation of this problem was 
furnished by Karl Marx. In his Poverty of Phil- 
osophy published in 1847 he wrote: “In prac- 
tical life we find not only competition, monop- 
oly and the antagonism between them, but 
also the synthesis of the two, which is 
formula, but a movement. Monopoly produces 
competition, competition produces monopoly. 
Monopolists are made from competition; com- 
petitors become monopolists. If the monopolists 
restrict their mutual competition by means of 
partial associations, competition increases among 
the workers; and the more the mass of the pro- 
letarians grows as against the monopolists of 
one nation, the more desperate competition be- 
comes between the monopolists of different 
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nations. The synthesis is of such a character 
that monopoly can only maintain itself by con- 
linually entering into the struggle of competi- 
tion.””* 

In his theory of imperialism Lenin emphasised 
that monopoly capitalism is not a system of 
pure monopolism. He wrote: “The essential 
feature of imperialism, by and large, is not mo- 
nopolies pure and simple, but monopolies in 
conjunction wilh exchange, markets, competi- 
tion, crises.”** At the same lime Lenin pointed 
out that in the epoch of monopoly capitalism, 
in addition to the old forms of free competition, 
there arise and grow new forms: competition 
between the monopolies themselves, between 
monopolised and non-monopolised spheres of 
produclion, etc. 

Thus the Marxist-Leninist theory of monopoly 
and competition is fully dialectical: not mono- 
poly or competition, but monopoly and compe- 
tition. This unity conceals a profound contra- 
diction, because it is a combination of two op- 
posite principles. Galbraith’s assertion that “in 
the Marxian lexicon, capitalism and competi- 
tion are mutually exclusive concepts’”***—can be 
explained only by the regrettable fact that he 
does not know the original wrilings of Marx, 
Engels and Lenin and uses works which inter- 
pret them incorrectly. 

In reality, however, the theory of incompa- 
tibility of monopoly and competition underlay 
precisely bourgeois political economy. 

Monopoly grows out of domination in the 


* Karl Marx, The Poverty of Philosophy, Progress 
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** Lenin, Collected Works, Vol. 24, p. 464. 
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sphere of production. If one or several enter- 
prises hold in their hands a considerable part of 
the production of a commodity, this gives them 
a monopoly position in the market despite the 
competition. Monopoly, consequently, grows out 
of concentration of production. Contrary to 
this, bourgeois economists treat monopoly as 
absolute 100 per cent domination in the market 
and complete liquidation of competition. This 
concept of monopoly ignores the fact that the 
roots of monopoly are in the sphere of produc- 
tion. 

The conception of monopoly as total absence 
of competition proved to be of great advantage 
to the monopolies since the existence of compe- 
tition refutes the existence of monopoly. It was 
precisely for this reason that this conception 
was adopted as the basis of American anti-trust 
legislation and the practices of American courts 
which were supposed to fight the monopolies. 
With such laws the monopolies may prosper, 
especially since, as early as 1920, the U.S. Sup- 
reme Court passed a decision that the large size 
of an enterprise cannot be regarded as violation 
of the law. Consequently, the legislative acts in 
no way affected the basis of monopoly—con- 
centration of production. Under the circum- 
stances the monopolies grew more powerful 
with each passing year and the domination of 
monopoly prices in the market became so ob- 
vious that it was no longer possible to deny the 
existence of monopoly side by side with com- 
petition. Then the theory of “oligopoly” and 
“imperfect competition” was put forward. 

Galbraith writes: “In 1932-33, under the com- 
bined attack of an American and a British eco- 
nomist (Professor E.H. Chamberlin of Harvard 
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University and Mrs. Joan Robinson of Cambridge 
University) the old bipolar classification of 
markets, competition or monopoly, was aban- 
doned. New categories of markets, neither pure- 
ly competitive nor fully monopolised, were 
recognised between the two. In this inter- 
mediate zone were industries whose markets had 
the characteristics of both competition and mo- 
nopoly. They were monopolistically or imper- 
fectly competitive. 

“|. From the statistical investigations as well 
as from everyday observation it was evident, 
moreover, that one of the intermediate types of 
markets—that of few sellers of oligopoly as it 
came to be called—was of commanding impor- 
tance.”* 

Thus bourgeois economics had to admit bela- 
tedly that monopoly does not in any way abolish 
competition. Chamberlin’s theory of monopo- 
listic competition and the theory of oligopolies 
assumed the special “official” purpose of having 
to disprove Lenin’s doctrine of modern capital- 
ism as a special monopolistic stage of capitalism 
arising at the end of the 19th and the beginning 
of the 20th centuries. Chamberlin’s superficial 
theory of monopolistic competition is aimed at 
proving that this kind of competition has exist- 
ed all through capitalism. Hence the conclusion 
that there is no monopoly capitalism which 
differs from free competitive capitalism. 

Chamberlin deduces monopoly not from con- 
centration of production and centralisation of 
capital, but from the quality and form of the 
goods sold in the market. If one shoemaker 
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sells black shoes and another brown shoes, it 
is, according to Chamberlin, monopolistic com- 
petition since one shoemaker has the monopoly 
on black shoes and the other on brown shoes. 
Given such interpretation monopoly capitalism 
existed long before the 20th century, always 
and wherever there was a market, because the 
goods of one seller always in some way differ 
from those of his competitor. Actually, however, 
the General Motors and Ford corporations are 
monopolies not because they manufacture dif- 
ferent cars, but because both these monopolies 
control an enormous share of motor car 
production. 

As for the theories of oligopoly and imperfect 
competition, they misrepresent the character of 
competition under monopoly capitalism. 

The theory of oligopoly deals with but one of 
the forms of modern competition—competition 
between monopolies within some particular 
branch of industry. It limits the extent and 
forms of competition in modern capitalist econ- 
omy since it does not cover the struggle of 
the monopolies in different industries, as, for 
example, the oil and gas monopolies against the 
coal monopolies, ete. This theory disregards 
other forms of competition. Its chief purpose is 
to disprove the existence of monopoly capitalism 
by treating monopoly as absolute monopoly. 

The adherents of ‘this theory oppose oligop- 
oly, i.e., domination of several large enterprises, 
to monopoly. As a matter of fact oligopoly 
is nothing but monopoly. It is sufficient for one 
firm, one joint-stock company, one corporation 
to seize not necessarily more than 50, bul even 
20-25 per cent of the production of some branch 
of industry, as a result of concentration of pro- 
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duction and centralisation of capital, to find 
itself in a dominant position in the market and 
to be able to dictate the prices. 

Such monopolised industries in the U.S.A. as 
the steel, automobile, oil-refining, aircraft, to- 
bacco and others may serve as examples. 
According to the 1958 census, 148 companies 
operated in the steel industry, but the four larg- 
est ones held 53 per cent of all the steel pro- 
duction in their hands. In the automobile in- 
dustry four of the largest corporations turned 
out 75 per cent of all its production; in the oil- 
refining industry four groups accounted for 32 
per cent of all the oil products; 59 per cent of 
all aircraft and 82 per cent of all the tobacco 
were produced by four largest companies each.* 
It follows from these figures that the output of 
such giant corporations as the United States 
Steel, General Motors, and Standard Oil com- 
prises but part, and often a comparatively small 
part, of the production of their indust For 
example, Ford produces not more than one- 
fourth of the country’s automobiles and Chry- 
sler even less. And yet the monopolistic 
character of the aforementioned corporations, 
each accounting for not more than 20-25 per 
cent of the production of their industry, is well 
known. Several monopolies in one industry, i.e., 
what the bourgeois economists call an oligopoly, 
in some way or other agree on a single price. 
This does not at all require formally organised 
cartels. In the U.S.A. the role of cartels is played 
by various “institutes”, like the Steel Institute, 
the Edison Electrical Institute, etc., which unite 
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the “oligopolies” of different industries. Actually 
monopoly prices can very well be established 
without “institutes”. For this it is enough to 
come to a verbal agreement as a result of which 
the market is divided among the biggest com- 
panies and monopoly prices are established. For 
example, in 1959 it came to be known that the 
entire U.S. electrical equipment market had been 
divided among the biggest electrotechnical com- 
panies. Describing this the American publicist 
Bernard D. Nossiter writes that “the electrical 
machinery makers did meet to set prices and 
slice up markets for years....’* Other cases 
are ruled by a system of “price leadership” 
when all large corporations maintain prices 
established by the largest of them. Price leader- 
ship is also a form of establishing single monop- 
oly prices. With regard to this Nossiter writes: 
“The typical manufacturing industry has a price 
leader and several important followers, So, in 
steel, no price increase can stick unless US. 
Steel goes along with it. In farm machinery, In- 
ternational Harvester is top dog. In electrical 
machinery, General Electric is the leader and 
Westinghouse the most important follower. In 
autos, General Motors is the kingpin.” ** 

Thus oligopolies bring about single monopoly 
prices and, since the aim of monopoly boils 
down to establishing a monopoly price and 
making monopolistically high profits, oligopoly 
is monopoly. Bourgeois economists give mono- 
poly a semantic and not an economic interpre- 
tation. The decisive criterion in defining monop- 


* Bernard D. Nossiter, The Mythmakers. An Essay 
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oly should not be 100 per cent domination in 
the sphere of production, but the existence of 
single monopoly prices, which does not at all 
require total liquidation of competitors. And 
when speaking of oligopolies and the agreements 
between them Galbraith writes, “this conven- 
tion simply outlaws the use of prices as a weap- 
on of competitive warfare...” and “neverthe- 
less, the convention against price competition is 
inevitable under  oligopoly,’* he thereby 
confirms that oligopoly is actually monopoly. 

Thus oligopoly leads to the same thing as does 
absolute monopoly, i.e., to establishment of 
monopoly prices. Under modern capitalism a 
monopoly price is the result of enormous con- 
centration of production in the hands of a few 
sapitalists associated in corporations. The theo- 
ries of “oligopoly” and “imperfect competition” 
are aimed at hiding the indisputable fact that 
the economy of highly developed countries is 
dominated by a few monopolies and that modern 
capitalism is therefore monopoly capitalism. 
What is more, Galbraith himself often uses the 
term monopoly instead of oligopoly. 

The transition of free competitive capitalism 
to monopoly capitalism was accompanied by an 
aggravation of the struggle of the petty bour- 
geoisie, the farmers and workers against monop- 
olies. As the domination of monopolies increases, 
the conflict between the monopolies and the 
working people, who constitute the absolute 
majority of the population, grows more and 


more acute. 
Galbraith admits that the struggle of individ- 
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Galbraithian case: all the supply of some com- 
modity is in the hands of a single monopoly, as 
is also the demand which is concentrated in the 
hands of a single opposed monopoly. In this 
case the monopoly will work by order for the 
market which is known. The demand of the 
monopsony may: 1) exceed the production 
capacity of the monopoly, 2) be equal to this 
capacity and 3) be lower than the production 
capacity. In the first case the prices increase, 
the profits will rise, capital investments will 
increase and with them also the production 
capacity of the monopoly. But when the supply 
and demand become balanced and the second 
case occurs the prices will persist on the former- 
ly established high level. They will neither rise 
nor drop. But in the third case, when the supply 
is greater than the demand, the monopoly, as 
was shown in practice, does not cut the prices, 
but curtails production. The prices on steel and 
other monopolised goods during the 1957-58 
economic crisis may serve as an example. 

Despite the decrease in demand the monop- 
olies not only failed to lower, but even raised 
the prices and simultaneously sharply curtailed 
production. Thus the countervailing power of 
a Monopsony under pure monopoly capitalism 
would lead mainly to a rise and not to a drop 
jn prices. Under the circumstances the stimuli 
to lower the costs of production by technical 
mprovements diminish. 

Actually there is no pure monopolism. 

onopoly coexists with competition and the 
tendency to a rise in prices, and technical decay 
inherent in it encounters the resistance of com- 
petition which, even according to Galbraith. 
undermines the action of the countervailing 
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power. It follows that the countervailing power 
does not lead to a “socially desirable” result 
either under ideal pure monopolism or in actual 
reality where no “countervailing power” forms 
al all. 

Ils absence is particularly manifest in the 
relations between the industrial monopolies and 
the farmers. The numerous farms are opposed 
by industrial monopolies which in some cases 
are sellers, for example, of agr cultural machin- 
ery, and in other cases are buyers of agricultur- 
al produce. Galbraith admits that the attempt 
at creating a countervailing power in agricul- 
ture by organising marketing co-operatives of 
farmers in the U.S.A. failed because the co-oper- 
atives were unable to unite the farmers on a 
country-wide scale and to overcome the compe- 
tition among themselves. The fact that no “coun- 
tervailing power” emerged in agriculture is an 
argument nol against agriculture, but against 
the theory of countervailing power. The same 
thing takes place in some branches of the 
mining industry, primari 
as in agriculture, private land ownership imped- 
ed the process of concentration of production 
and formation of big monopolies. The industrial 
monopolies, including the oil-refining monopo- 
lies, dictate prices to small and middle coal-mine 
and oil-well operators. Under the circumstances 
emergence of countervailing power has as little 
chance as in agriculture. 

Experience shows that monopolies grow on 
the basis of far advanced concentration of pro- 
duction and centralisation of capital. Without 
this no monopolies can arise under capitalism. 
Artificial creation of monopolies in the form of 
cartels associaling numerous firms is possible 


ly in coal mining. Here, 
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ual capitalists, especially small and middle 
capitalists, the farmers and workers against the 
increasing domination of monopolies was in the 
centre of the political life of the U.S.A. from 
the end of the 19th century to the outbreak of 
World War I. The beginning of the period was 
marked by the Sherman Anti-Trust Act passed 
in 1890 and its end by the 1914 Clayton Act. In 
that struggle all progressive forces sided with 
the farmers, urban petty bourgeoisie and work- 
ers; all reactionary forces were on the side of 
the monopolies. 

The struggle ended in a victory of large-scale 
production over small-scale production, which 
in the U.S.A, constituted a victory of the monop- 
olies over their competitors. Since the anti- 
trust acts failed to stop the growth of the monop- 
olies and the ruination of the small and middle 
enterprises in agricullure, trade and industry, 
the struggle against monopolies had to go on 
even after passage of the Clayton Act. In the 
process of this struggle the class forces have 
been continuously regrouping. At the present 
time the leading role is being increasingly 
assumed by the working people. 

In opposing the monopolies various social 
groups pursued different aims. The ideologists 
of the petty bourgeoisie demanded a return to 
the capitalism of free competition and a prohi- 
bition of monopolies. 

Emphasising that monopoly has grown precise- 
ly out of free competition Lenin pointed out 
that free competition “has become impossible 
after it has given rise to monopoly”.* Marxists 
therefore call not for a return to capitalism of 
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free competition, which is no longer possible, 
but for forging ahead to socialism through 
liquidating the economic and political domination 
of the finance oligarchy. Galbraith wrongly inter- 
prets Lenin’s doctrine when he writes that “the 
Marxian attack has not been on capitalism, bul 
on monopoly capitalism”.* The working class is 
calling upon the petty bourgeoisie and the farm- 
ers for a common struggle against monopolies 
not because it wants to go back to capitalism of 
the free competition era but because socialism 
eliminates the continuous threat of ruin and 
poverty under which the farmers and urban 
petty bourgeoisie live. 

A return to capitalism of free competition is 
impossible, whereas to go ahead is to move to 
socialism. A considerable part of the middle 
bourgeoisie and the bourgeois intellectuals un- 
derstand that a return to the past is impossible, 
but as adherents of capitalism they are opposed 
to socialism. For them there remained but one 
course—capilulation to the monopolies. This 
course was chosen by the American liberals, one 
of whom is also Professor Galbraith. 

In his books he repeatedly emphasises that 
American liberals have always opposed monop- 
olies, defended free competition and supported 
anti-trust legislation. 

“In the American liberal tradition, a finding 
that private economic power exists has been 
tantamount to a demand that it be suppressed. 

“The first reaction, in point of time, was 
to urge more vigorous enforcement of the anti- 
trust laws against the newly recognised and now 
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ubiquitous monopoly power”.* The last effort 
of the liberals in this direction was made in 
1938, i.e., during F. D. Roosevelt’s administra- 
tion, when anti-trust measures were carried out 
more vigorously. 

Galbraith is forced to acknowledge, however, 
that “no fundamental change in the American 
economy could or is likely to result from these 
demands for anti-trust enforcement” ** Moreover, 
he writes that for the first time it now became 
necessary “to wonder if even the antitrust 
laws could alter the existing structure of 
the American economy. If not, big business and 
its power were here to stay”.*** Thus occurred 
the change from the struggle against the monop- 
olies to the recognition of the inviolability of 
their power, thus took place the capitulation of 
the liberals to the monopolies. Whercas until 
then liberals emphasised the shortcomings and 
danger ensuing from the domination of monop- 
olies, now they began to write about their 
merits. 

In his book The Liberal Hour published in 
1960 Galbraith eulogised the monopolies. Speak- 
ing about small enterprises he expressed indig- 
nation that they continued to enjoy public 
sympathy and appealed for support of the 


__ * John K. Galbraith, American Capitalism. . , pp. 54- 
55. In another book Galbraith formulates the’ altitude 
of liberals to monopolies as follows: “The monster, of 
course, was monopoly—monopoly in the absolute sense 
—and once out of hand it was feared that monopoly 
would be more likely to control the country than be 
controlled by it.’ (Dennison and Galbraith, Modern 
Competition and Business Policy, N. Y., 1938, p. 103). 


** John K. Galbraith, American Capitalism... p. 63. 
SOE Thid. P: 7 


34 


monopolies. He wrote: “American liberals have 
for many years devoted far more time and 
energy to regretting big business than to 
learning how best to live with it.”* 

Having capitulated to the monopolies modern 
liberals praise them primarily as bearers of 
technical progress. According to Galbraith, mo- 
nopolies are the best agents for introducing tech- 
nical improvements because only they have 
enough money for technical development. Sum- 
ming up all their arguments in favour of big 
capital he concludes that “any branch of in- 
dustry must have some element of monopoly to 
be progressive” .** 

On the basis of this Galbraith favours abroga- 
tion of anti-trust laws, the very laws for which 
American liberals at one time waged a struggle. 
Speaking about the industries in which compe- 
tition is still strong Galbraith writes: “Yet almost 
no one would select them as a showpiece of 
American industrial achievement. The show- 
pieces are, with rare exceptions, the industries 
which are dominated by a handful of large firms. 
The foreign visitor, brought to the United States 
by the Economic Co-operation Administration, 
visits the same firms as do attorneys of the 
Department of Justice in their search for 
monopoly.” *** 

Galbraith one-sidedly regards monopoly as 
the bearer of technical progress. Competition 
continuously forces monopolies to make techni- 
cal improvements. For this they have more 


* John K. Galbraith, The Liberal Hour, p. 132. 
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means and opportunities than had individual 
capitalists of the 19th century. Domination of 
the monopolies does not therefore lead to com- 
plete cessation of technical progress. In the 
epoch of monopoly capitalism technical devel- 
opment takes place much faster than in the 
epoch of free competitive capilalism. At the 
same lime monopolies quite often impede tech- 
nical progress, thereby intensifying the decay 
of capitalism. This applies particularly to the 
problem of overall development of the produc- 
tive forces of the country as a whole and even 
of its different areas. 

American reality offers the most vivid exam- 
ples of monopolies impeding the development of 
productive forces. We shall mention but a few. 
It is well known what a negative role was played 
by the high railway monopoly tariffs which 
hindered the development of the economy of 
certain states, how monopolies are still prevent- 
ing overall exploitation of the country’s water- 
ways, how for a period of two decades the rail- 
way monopolies prevented the construction of 
the St. Lawrence Canal. American monopolies 
are hampering the peaceful utilisation of atomic 
energy. They have proved incapable of under- 
taking purely theoretical research in mathemat- 
ics, physics, astronomy and space exploration 
since this research does not promise rapid 
returns. That is precisely why Galbraith calls 
for state intervention in capitalist economy. 

In our time the development of the productive 
forces has already overstepped the limits of in- 
dividual enterprises and individual monopolies. 
The very existence of private capitalist monop- 
olies is therefore an impediment to the devel- 
opment of the productive forces. Private firms 
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monopolise technical discoveries, make them 
secret, establish a system of patents, etc. In our 
days when scientific and technical progress is 
possible only on the basis of the common efforts 
of most diverse fields of science, technology and 
industry, when scientific and technical achieve- 
ments must spread simultaneously to all 
branches of the economy, the advantage of the 
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Having change 
the liberals were alsi 
views of the position 0 
monopolistic enterprises. 

The centralisation of capital in the hands of 
monopolies is accompanied by separation of 
capital as property from capital as a function. 
The owner of an enterprise becomes a shareh- 
older, whose shares give him the right to an 
income, to part of the profits in the form of 
dividends, while the management of his capital 
passes into the hands of a small clique of the 
finance oligarchy. At one time, in 1938, when 
Galbraith was still opposed to monopolies he 
rightly noted that a shareholder is unable to 
participate in the management of a joint-stock 
company if he does not own a large enough 
block of shares. He wrote that “where stock 
ownership is widely dispersed, the de facto 
control of the modern corporation rests partly 


37 


with the operating heads of the business and 
partly with a banker or investment house group 
or groups”’.* 

Having changed from criticising the monopo- 
lies to supporting them the liberals have adopted 
the modern theory of a “managerial revolution”, 
according to which the finance oligarchy in 
large corporations has allegedly been replaced 
by hired managers. Galbraith writes: “But most 
important, the professional manager or execu- 
tive has taken away from the man of wealth 
the power that is implicit in running a busi- 
mesg 

It cannot be denied that the theory of “man- 
agerial revolution” is based on some processes 
really characteristic of modern monopoly capi- 
talism. However, the aim of this theory is to 
misrepresent reality. 

The enormous concentration of production in 
the hands of modern corporations engenders 
similarly immense managing and marketing 
staffs, Whereas formerly an individual business- 
man performed the functions of supervision and 
management and was often his own chief 
accountant the enormous expansion of modern 
monopolistic enterprises have now put an end 
to such combination of functions. The growth 
of monopolies is attended with a growth of an 
army of employees, not only administrative, but 
also technical and office workers, purveyors, 
salespeople, etc. 

The growth of the army of employees is an 
expression of the social character of production 
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under monopoly capitalism. Without this army 
of employees it is really no longer possible to 
manage the process of production and distribu- 
tion. Thus the domination of monopolies engen- 
ders the machinery which makes it possible 
completely to eliminate the capitalists and 
creates the prerequisites for transition to a system 
of public, planned, socialist management of the 
entire process of reproduction. Such is the pur- 
port of the appearance and growth of the army 
of employees accompanying the increased domi- 
nation of monopolies. 

However, the modern corporation is character- 
ised by an absolutely unlimited domination of 
magnates of finance capital in it. Not only the 
whole army of employees, but also the managers 
of all ranks are unconditionally subordinated to 
them. The essence of the so-called “managerial 
revolution” is revealed by an analysis of the 
small number of directors, presidents and vice- 
presidents of monopolistic corporations. ‘These 
are not hired managers, nor “professional admin- 
istrators”, but typical representatives of the 
finance oligarchy. 

Any president of a large corporation receives 
a salary which is many times that of a minister 
and even head of the state. The salaries and 
bonuses of the presidents and vice-presidents 
of large corporations amount to hundreds of 
thousands of dollars a year and greatly exceed 
the remuneration for the management and su- 
pervision; the source of this is monopoly profits.* 


* In its issue of May 4, 1964, the U. S. News and 
World Report published the 1963 salari of 884 heads 
of 278 of the biggest American monopolies. Of this num- 
ber, 364 persons received salaries and bonuses of up 
to 100,000 dollars, 435 persons—from 100,000 to 200,000 
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Moreover, every director, president and vice- 
president of a corporation is at the same time a 
large shareholder not only of his own corpora- 
tion, but also of many others, which brings him 
an enormous income in the form of dividends. 
For example, in 1963 L. Copeland, the head of 
Du Pont de Nemours monopoly received a sala- 
ry and bonuses of 349,846 dollars, while the 
dividends on his own personal shares amounted 
to 3,400,000 dollars, i.e., almost ten times as 
much. 

Thus the theory of the “managerial revolu- 
tion” reflects the social character of production 
which assumes gigantic scale under monopoly 
capitalism in a distorting mirror, aiming to slur 
over and conceal the fact that large monop- 
olistic corporations are dominated not by em- 
ployees, but by a small handful of the finance 
oligarchy who strive to increase the profits for 
the purpose of personal enrichment. 

Today the process of monopolising production 


dollars, and 85 persons—more than 200,000 dollars, The 
latter included 6 persons who received more than 
500,000 dollars. For example, the president of the Gener- 
al Motors automobile monopoly received a salary and 
bonuses of 740,900 dollars, Henry Ford II, the head of 
another automobile monopoly, received 575,219 dollars, 
and Thomas Watson, the head of the International Busi- 
ness Machines, received 347,246 dollars. These sums 
do not include the so-called “representation expenses” 
paid by the corporations, dues to pension funds, and, 
mainly, bonuses in the form of shares the incomes on 
which are lightly taxed. In 1963 General Motors distrib- 
uted 707,254 shares and Chrysler 208,000 shares as 
bonuses. 

It should be noted that the present salary of the Pre- 
sident of the U.S.A. is 100,000 dollars a year. It follows 
that of the 884 “managers” of the largest corporations 520 
received bigger salaries and bonuses than the head of 
state. 
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and marketing and the domination of the finance 
oligarchy has gone so far that some bour- 
geois and, especially petty-bourgeois, economists 
are urging the need to work out and legislatively 
establish a constitution for corporations aimed 
at restricting the power of these “managers” and 
setting up control over their activities. The rise 
in monopoly prices, the policy of curtailing pro- 
duction for the purpose of maintaining high 
monopoly prices, which leads to an increase in 
unemployment, etc., are subjected to particular 
criticism. 

The problem of a constitution for corporations 
is treated in the recently published books of Gar- 
diner Means, Richard Eells, Andrew Hacker, 
Michael Reagan, and others. These works discuss 
the legal status of the monopolistic corporations 
and raise the question of the responsibility of 
the managers to the shareholders or to “all” of 
society, and the need for state or democratic 
control of the corporations. 

Defending the monopolies Galbraith opposes 
all projects of a constitution for corporations and 
any interference in the affairs of the “managers”, 
i.e., the finance oligarchy. 

American bourgeois literature propagates 
three points of view on corporations: 1) the 
corporation belongs to the shareholders and the 
“managers” must therefore be responsible only 
to the shareholders; 2) having concentrated in 
their hands entire industries the corporations 
must be managed in the interests of “all” of 
society; 3) state intervention in the management 
of corporations is at variance with “free enter- 
prise”. The last point of view represents the 
interests of the monopolies. It is also Galbraith’s 


point of view. 
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He advocates complete autonomy of the cor- 
porations and opposes any outside interference 
in their affairs. He writes that “autonomy is the 
only administrative arrangement that is consist- 
ent with the effective corporate being”.* He is 
against interference of the shareholders in the 
activities of the managers. He says that “any 
external influence that delays decision can do 
great damage to co-ordination” .** 

Despite his theory of state intervention in the 
economy Galbraith is similarly sharply opposed 
to state intervention in the affairs of corpora- 
tions and especially to democratic control. He is 
against any external intervention. He writes: 
must emphasise that the corporate personality 
is damaged by both well-intentioned and ill- 
intentioned intervention”.*** He believes “good” 
profits and rates of growth, higher than those 
of a competitor, to be the only criterion of 
evaluating the activities of a corporation. 

Galbraith is trying to reinforce his position 
by referring to the practice in the Soviet Union, 
where directors of enterprises are being given 
increasingly more rights today. Of course, petty 
guardianship of the activities of Soviet enter- 
prises and superfluous centralism in management 
hamper initiative from below and adaptation of 
production to the needs of the consumer. The 
Soviet Government is therefore carrying out 
measures aimed at eliminating these hindrances. 
But the granting of greater independence to a 
Soviet enterprise does not in any way imply 


* John K. Galbraith, Economic Development, Cam- 
bridge. Mass., 1964, p. 89. 

= Tid. p 9i 
** Thid. 
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liquidation of state planning and of democratic 
methods of management. In the Soviet Union 
the problem of prices is not solved by each 
enterprise individually. Production conferences 
continuously operate at every enterprise and 
workers’ organisations play an important role 
both in production and social life. A similar role 
is played by the central and local press. There 
is nothing of the sort under capitalism. 

Under capitalism the problem of prices and 
profits has an entirely different class substance. 
Monopoly prices and taxes are instruments of 
redistribution of the national income in favour 
of the bourgeoisie and to the detriment of the 
working people. Under these circumstances 
“autonomy of corporations” means freeing the 
monopolies from democratic control, which cor- 
responds to the interests of the monopolies and 
consolidates the domination of the finance 


oligarchy. 


2. THEORY OF COUNTERVAILING POWER 


Capitalism of free competition has been trans- 
formed into monopoly capitalism which has 
developed into state-monopoly capitalism. Under 
the new conditions the elemental regularities of 
classical capitalism have undergone considerable 
modification. But despite the fact that monop- 
oly is the opposite of competition, that monop- 
olies have become the dominating power in 
modern imperialist economy and that monopoly 
has a tendency to planning, monopoly and state- 
monopoly capitalism are still capitalism with 
the elemental regularities inherent in it. A 
modification of the blind, elemental forces of 
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capitalism does not mean that they have ceased 
to operate. 

Galbraith denies the action of elemental 
forces under modern capitalism. According to 
Galbraith, “imperfect competition” leads to 
results which are the exact opposite of the 
results of free competition. Under conditions of 
free competition increased demand caused ex- 
pansion of production and then a fall of prices, 
the competition thus leading to “socially desir- 
able results”, i.e., large quantities of goods and 
low prices. Despite the “imperfect competition”, 
monopoly, on the contrary, leads to opposite 
resullts—curtailment of production for the pur- 
pose of raising the prices. In 1938, for example, 
Galbraith wrote: “Technological advance, for 
example, need not work itself out now through 
lower prices, enlarged consumption, and, per- 
haps (as many once argued) eventual increases 
in employment. An invention now may mean 
only lower costs, larger profits and fewer work- 
ers.”* This, he argued in 1938, explained the 
fact that “presently there is an excessive volume 
of equipment in the industry; the utilisation of 
plant is so low that expenses are liltle more than 
covered; and all the while consumers are pay- 
ing prices higher than they need be.”** Thus 
the domination of monopolies or oligopolies, as 
bourgeois economists call them, leads to curtail- 
ment of production, low utilisation of plant, 
unemployment and high prices, which, accord- 
ing to Galbraith, makes the economy extremely 
unstable. Coming in conflict with the theory of 


* H. S. Dennison and J. K. Galbraith, Modern Com- 
petition and Business Policy, N. Y., 1938, pp. 57-58 
** Ibid., pp. 44-45. , 
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“imperfect competition” Galbraith actually de- 
nies the role of competition under the domina- 
tion of oligopolies. He writes: “Implicit in the 
rise of big business was the possibility that it 
had created a structure that departed so far 
from the competitive model that it could not 
work,” and even asserts that “in the market of 
small numbers. the self-generating power of 
competition is a chimera”.* 

Thus from Chamberlin’s theory of monopolis- 
tic competition and Joan Robinson's “imperfect 
compelition” Galbraith slid down to a position 
of denying the role of competition under monop- 
oly capitalism. In essence he returned to the 
old treatment of the problem—eilher competi- 
tion or monopoly. But, unlike his predecessors, 
he advanced the proposition, according to which 
another power, i.e., a countervailing power has 
replaced competition. Galbraith writes: “In fact 
new restraints on private power did appear to 
replace competition. They were nurtured by the 
same process of concentration which impaired 
or destroyed competition. But they appeared not 
on the same side of the market, but on the 


opposite side, not with competitors, but with 


customers or suppliers. It will be convenient to 


have a name for this counterpart of competition 
and I shall call it countervailing power.”** 

By countervailing power Galbraith implies the 
monopoly of buyers which opposes the monop- 
oly of sellers or, on the contrary, the monopoly 
of sellers which opposes the monopoly of buyers. 
The category of competition has disappeared. 


* John K. Galbraith, American Capitalism..., pp. 81, 
120. 
** Ibid, p. 118. 
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Instead of an economy regulated by elemental 
forces of competition there has arisen a system 
of pure monopolism under which the function 
of competition is performed by the countervail- 
ing powers of mutually opposed monopolies of 
sellers and monopolies of buyers. These powers 
are presumably balanced by agreement or con- 
tract, and the Process of this balancing is, ac- 
cording to Galbraith, the regulator of modern 
capitalism. The action of the countervailing 
power must, according to him, lead to a “social- 
ly desirable” result—to lowering of prices and 
to technological progress. That is why, in his 
opinion, it is necessary that the state should not 
hinder the formation of monopolies or oligopo- 
lies and monopsonies, as he puts it, but should, 
on the contrary, foster their growth in all 
spheres of economy and, especially, in the 
sphere of retail trade. 

Galbraith opposes anti-trust legislation which 
hampers the action of the countervailing power, 
this new “regulator” of modern capitalism. The 
more freely the countervailing power acts in 
economy, the less it is necessary for the state to 
regulate it. He writes: “Steps to strengthen 
countervailing power are not, in principle, dif- 
ferent from steps to strengthen competition... . 
The growth of countervailing power strengthens 
the capacity of the economy for autonomous 
self-regulation and thereby lessens the amount 
of overall government control or planning that 
is required or sought.”* 

If the action of the countervailing power were 
unlimited, Galbraith argues, there would be no 
need for state regulation of the economy. How- 


* John K. Galbraith, American Capitalism..., p. 155. 
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ever, the countervailing power is, according to 
Galbraith, not strong enough and in some cases 
does not act at all, which necessitates state inter- 
vention in the economy. 

Galbraith’s “countervailing power” cannot be 
regarded as another expression of the usual 
competition between monopolies. Analysing the 
essence of competition Karl Marx emphasised 
that it exists in several forms, namely, as com- 
petition of capital in different spheres, as com- 
petition among producers of the same kind of 
commodities, as competition among labourers, 
and, lastly as competition among buyers.* Thus 
competition is a relationship: between capital- 
ists, between sellers of goods, between sellers of 
labour power and between buyers. There is no 
competition between sellers and buyers. The re- 
lations between them are those of supply and 
demand, which are not competition, but which 
determine its character. When the supply is 
greater than the demand the competition be- 
tween sellers intensifies and the prices drop. 
Contrariwise, when the demand is greater than 
the supply competition between the buyers in- 
creases and the prices rise. But, if the supply 
and demand are balanced, competition ceases 
and the prices become stabilised. It follows that 
the “countervailing power” cannot lead to a fall 
of prices even under free competition. ; 

Under modern monopoly capitalism the 
balancing of the supply and demand does not 
lead to a lowering of the prices. On the contra- 
ry, in a number of cases it would foster a rise in 
monopoly prices. Let us imagine an ideal 


* See Karl Marx, Capital, Vol. II, Moscow, 1966, 
pp. 175, 180, 185. 
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as a temporary phenomenon at times of war; 
when demand is much greater than supply. After 
war, when the economy undergoes cyclic fluc- 
tuations and when the demand is smaller than 
the supply, the cartels in non-monopolised or 
little-monopolised industries inevitably break up. 
But even at times of war such cartel-Lype mo- 
nopolies in any industry are in no way a “‘coun- 
tervailing power” acting in the direction of price 
reduction. On the contrary, the prices rise. At 
times of war demand is much greater than sup- 
ply and the movement of prices is therefore 
governed by the law inherent in capitalism of 
free competition. This law was formulated by 
Marx as follows: “...If the demand is so great 
that it does not contract when the price is regu- 
lated by the value of commodities produced 
under the least favourable conditions, then these 
determine the market-value.’* This means that 
the price of a commodity under these conditions 
is determined by the high costs of production at 
technically backward enterprises. No counter- 
vailing power can alter the effect of this law. 

During World War II all anti-trust laws 
were repealed and the state itself feverishly 
organised cartel-type monopolies. In addition to 
monopolies of sellers there were monopolies of 
buyers which continuously changed places, the 
same monopolies acting now as sellers and now 
as buyers. All this should have created an ideal 
situation for the action of the law of counter- 
vailing power. The striving of the seller monop- 
olies for the highest possible prices should 
have been balanced by the opposite strivings 
of the buyer monopolies. 


* Karl Marx, Capital, Vol. III, p. 179. 
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Thus the war served as a fine test of the 
theory of countervailing power and fate itself 
assigned lo J. K. Galbraith the functions of an 
experimenter. During World War II he was 
deputy administrator of the Office of Price 
Administration. Galbraith has set forth his 
experience in this control in a special book— 
A Theory of Price Control—in which he relates 
the difficulties and setbacks suffered by the 
state in the struggle against the rise in prices. In 
this book he is forced to acknowledge that the 
state-established monopoly prices were based 
on the costs of production at the worst enter- 
prises. The prices rose despite the countervailing 
power not only of the buyer monopolies, but also 
of the state which during the war strove to 


stabilise the prices. 
The prices rose 
not by the law of counterv 


the law discovered by Marx. 
During war demand is much greater than 


supply. But economic history knows of an 
exaclly opposite classical case where supply 
greatly exceeds demand. Galbraith ignores this 
possibility of verifying the correctness of his 
theory of countervailing power in the situation 


where supply enormously exceeds demand. It 
is the case of the 1929-33 economic crisis 
to which Galbraith has devoted a whole 
book, avoiding the problem of counterv 


ailing 
power. ot 

In order to overcome the crisis, or rather the 
severe and protracted depression that followed 


it, the Roosevelt administration passed the 
National Recovery Act in 1933; this Act provided 
for a system of forced cartelisation and establish- 
ment of a so-called “eode of fair competition” 
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because they were governed 
ailing power, but by 
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for each industry. The act envisaged a compul- 
sory unification of all enterprises, from the 
smallest to the largest, in cartels organised in 
every industry for the purpose of establishing 
“fair competition”, but actually with the aim of 
completely liquidating competition by establish- 
ing a single monopoly price for every 
commodity. 

The anti-trust laws were repealed during 
those years as they were during the war. For 
each seller monopoly there was a buyer monop- 
oly. But, as was the case during the war, this led 
not to a lowering of the prices, but to their rise, 
which was one of the reasons for the crash of 
the whole system of forced cartelisation and for 
repealing in 1935 the law which had established 
the “code of fair competition”. 

he years of 1933-35 were characterised by 
a depression which followed the economic crisis 
when, in contrast to wartime, the supply was 
much greater than the demand. The law of 
“countervailing power” failed also under these 
circumstances because the situation was gov- 
erned, even if in a modified form, by the law 
formulated by Marx, namely, “if the mass of 

e produced commodities exceeds the quantity 
disposed of at average market-values, the com- 
Modities Produced under the most favourable 
Conditions regulate the market-value.”* 

It follows that during profound crises, when 
Supply is much greater than demand, not high 
Costs of Production, as at times of war, but low 
Costs of production determine the movement of 
Prices. Under these conditions the establishment 
of high monopoly prices by cartels had to fail 
i an 

* Karl Marx, Capital, Vol. HI, p. 179. 
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and this was actually the case. Of course, the 
monopoly prices dropped less than the prices 
of the goods of non-monopolised industries, but 
the fact remains that in a profound and pro- 
tracted crisis the monopolies failed to prevent 
the drop in prices. 

There is one more case which may serve to 
test the theory of “countervailing power”. It is 
the case when the state is the only and mono- 
polistic buyer of arms produced by a mere 
handful of monopolies. Galbraith has the follow- 
ing to say about this case: “For war goods, thal 
is, military end products, capital goods, com- 
ponents or materials monopolised or largely 
monopolised by military employments, price con- 
trol is, in principle, unnecessary. The monop- 
sony of the procurement authority, especially 
when supplemented by power to requisition, is 
an adequate substitute for price control.”* On 
the basis of this Galbraith recommended aban- 
donment of state fixation of prices on arms and 
military materials because the monopoly of sel- 
lers is presumably balanced by the monopsony, 
i.e., in this case by the monopoly of the buyer 
which is the state. 

According to Galbraith’s theory, in this case 
a strong pressure on prices would have been 
exerted and this would not only have prevented 


the rise, but would have brought about a reduc- 
tion in prices, especially with mass production 
t of fact there is no better 


of war goods. In poin 
disproof of the theory of “countervailing power” 


than this case. The scandalously high prices at 
which monopolies have been selling military 


* John K. Galbraith, A Theory of Price Control, Cam- 


bridge, Mass., 1952, p- 44. 
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products to the state and the fantastic profits of 
the war monopolies are generally known. 

In 1961 Senator Douglas, Chairman of the 
United Congressional Economic Committee and 
simultaneously Chairman of the Subcommit- 
tee on Government Military Procurement, came 
out with certain exposures which once more dem- 
onstrated that the “countervailing power” of a 
state interlocked with the monopolies is a fic- 
tion*. Moreover, the state has repeatedly acted 
as a power that supported the high level of 
monopoly prices. It was thus, for example, 
during the Eisenhower administration when 
prices on non-ferrous metals, especially alumin- 
um and copper, began to drop after the Ko- 
rean war. In order to maintain the prices the 
government bought up these metals under the 
pretext of replenishing the state reserves of 
strategic raw materials. Since World War II the 
state has repeatedly guaranteed to maintain high 
prices on aluminum under any circumstances, 
thus acting in the interests of the monopolies. 

In recent years, however, there were cases 
when the state opposed the rise in prices out of 
general economic considerations. It was thus 
with the prices on steel during the Kennedy ad- 
ministration in 1962 when the steel monopolies 
raised them. Kennedy opposed this rise, threat- 
9 co 
oñ ‘Papmmenting on these exposures the Jron Age es 
these redone a ghee Senator Douglas REDU our. Uist 
cepted contracto: a a ai Ae ei yeh contai ied 
obvious errors aaa ear ae i on 3 tual cost experi- 
ence, He hae or wie nor, i So ae ua Ee RAR 
Among them ates ess examples eo excess ; P BS 

S are $3 wrenches for which the Army paid 


$29, and 25c, lamp sockets purchased by the military for 
$21.” (pp. 74-75.) 
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ening to discontinue government purchases of 
steel. The monopolies gave in, but a year later 
Kennedy’s government agreed lo a rise in prices 
just the same. 

In 1965, in connection with the escalation of 
the war in Vietnam and the increase in govern- 
ment arms orders, the monopolies wanted to 
raise the prices on aluminum. Johnson’s gov- 
ernment declared that it would dump its 
enormous strategic aluminum reserves on the 
market if the monopolies raised the prices. The 
aluminum monopolies retreated before this 
threat, but with the war in Vietnam on the 
government was unable to stop the general rise 
in prices. Under the influence of war escalation 
in Vietnam the index of non-ferrous metal 
prices (1957-59=100) rose to 105.9 in 1964 and 
to 118.2 in January 1966. The general index of 
wholesale prices has also risen.” 

The government is waging a struggle against 
the rise in prices because this rise under condi- 
tions of increased state war orders leads to an 


increase in the budget deficit, inflation, devalua- 
tion of the dollar and a flowing off of gold from 
in the U.S.A. 


the country. The rise in prices 

strengthens the competitive ability of the Euro- 
pean capitalist countries and of Japan 1m the 
world markets, which Jeads to a deterioration of 
the U.S. trade balance, an increased deficit in the 
balance of payments, increased debt of the U.S.A. 
and, as a result, a devaluation of the dollar as 
world currency and again a flowing off of gold. 
These are the reasons that make Johnson’s gov- 
ernment resist the rise in prices. General eco- 
nomic interests prevail over the interests of indi- 


* Survey of Current Business, February 1966, pp. 3-8. 
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vidual monopolies, but the economic laws are 
stronger than the government’s good intentions. 
As the war in Vietnam is being expanded the 
state’s own demand increases in the first place 
and the prices rise despite the resistance of the 
state. The laws of the capitalist market are 
stronger than the “countervailing power” of the 
state which is a monopoly buyer of arms. It is 
characteristic that under these monopolistic con- 
ditions the state never secured, nor ever tried to 
secure a lowering of the monopoly prices, but 
only unsuccessfully opposed their recurrent rise. 

Thus in three decisive cases the theory of 
“countervailing power” has failed. First, when 
the demand exceeds the supply and the com- 
petition between buyers increases; in this case 
Galbraith is himself forced to admit that the 
“countervailing power of the buyer, however 
great, disappears with an excess of demand”.* 
Secondly, in a contrary case, when the supply 
is greater than the demand, the competition 
between the sellers intensifies and cartel-type 
monopolies break up. In the third case, when an 
absolute monopoly of the buyer in the person of 
the state is created and the state buys from the 
Monopolies arms and military products; the fail- 
ure of the theory of “countervailing power’ is 
in this case also due to the fact that a modern 
Capitalist state is not opposed to private monop- 
Olies, but js in the closest manner connected 
with them, 

To these three decisive cases it is necessary 
to add a number of cases in which there is no 
countervailing power” at all. These cases are 

e —non-monopolised or _ little-monopolised 
Sa 

* John K. Galbraith, American Capitalism..., p. 137. 


branches of the economy such as agriculture, the 
woodworking, and, in the past, the cotton, coal 
and some other industries. As for such highly 
monopolised industries as the automobile, 
tobacco and others, Galbraith himself writes that 
the “countervailing power” does not act here 
because the monopolies were able to subordinate 
all of the retail network. Nor does the “coun- 
tervailing power” act under conditions of in- 
flation. Galbraith writes: “It (the countervailing 
power) does not function at all as a restraint on 
market power when there is inflation or inflation- 
ary pressure on markets. The question logical- 
ly arises: in what cases then does the “counter- 
vailing power” act and what is its role in the 
economy of modern capitalism, if in all decisive 
vases the action of “countervailing power” equals 


zero? 

The theory of “countervailing power” is a 
variant of the theory of equilibrium advocated 
by bourgeois economists. Marx showed that 
equilibrium is a moment of motion, that this 
equilibrium is maintained through its contin- 
uous disturbance. The dala on the movement of 
prices at times of war, deep economic crises and 
under conditions when the monopoly of the 
seller is “opposed” by the absolute monopoly 
of the buyer (the state) show that the equilibrium 
is continuously disturbed both under capitalism 
of free competition and under monopoly capital- 
ism. Galbraith’s law of “countervailing power” 
does not replace competition. Competition re- 
mains under monopoly capitalism and despite 
the counteraction of monopolies continues to be 
the moving power of modern capitalism. 


Galbraith, American Capitalism. .., p. 133. 
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One of Galbraith’s main proposilions is that 
the state must use all its resources to create, 
facilitate and support the action of the “coun- 
tervailing power”. In the first place this applies 
to monopolies. According to Galbraith, the more 
monopolies there are in all spheres of produc- 
tion and circulation of goods, the more strongly 
will the countervailing power act and the less 
necessary it will be for the state to regulate the 
economy. If the theory of “countervailing power” 
were limited to this alone, it would wholly cor- 
respond to the most fundamental interests of 
big business, in other words, the interests of the 
monopolies. But at the same time Galbraith dif- 
fers with the most reactionary ideologists of mo- 
nopoly capital in the question of trade unions 
and wages. He regards trade unions as a “coun- 
tervailing power’ with respect to the monopolies 
which strive to reduce the wages. At the same 
time he advocates a programme of social meas- 
ures concerning unemployment insurance, public 
health, education, science, public works, etc., and 
this is why Galbraith identifies himself with the 
American liberals. The latter, as is well known, 
advocate state intervention in the economy. 

In 1938 Galbraith had not yet “discovered” 
the “countervailing power”. At that time he 
wrote: “.. We have attempted to show how far 
our present economic system has departed from 
the simple model which was supposed to be a 
self-regulating mechanism. We have outlined the 
shortcomings, wastes and strains of a system 
which operates without these self-regulating 
features, and for which self-regulation no ade- 
quate substitute has been designed.”* Fourteen 


———— 
"H, S. Dennison and J. K. Galbraith, Modern Com- 
petition and Business Policy, N. Y., 1938, p. 119. 


58 


years later Galbraith “found” what he believes 
to be a “self-generating force” that substitutes 
for competition as a self-regulator of modern 
capitalism.* However, Galbraith contradicts 
himself when he characterises modern capitalism 
now as a system which has lost the mechanism 
of self-regulation and now as a disequilibrium 
system**. In 1938 he wrote that the “mechanism 
of self-regulation was lost”, but after discover- 
ing the “countervailing power” in 1952 he sub- 
stituted the word “automaticity” for “mecha- 
nism”. In his book Economics and the Art of 


Controversy published in 1955 he wrote: “We 


may conclude, then, that there is now effective 


political agreement between the two major par- 
lies on rejecting the notion of economic automat- 


accepting the need for government 


icity and in 
nekk 


guidance to the economy. 

The assertion that there is no automaticity in 
the functioning of modern capitalist economy is 
equivalent to the erstwhile statement of the loss 
of the mechanism of self-regulation; it also re- 
futes the conception of “countervailing power” 
which only three years carlier was regarded as 
a self-regulator of modern capitalism. If the 
«countervailing power” were the motive force 
of monopoly capitalism, there would be no need 
for slate intervention. But Galbraith is calling 
for state intervention, which signifies that the 
“countervailing power” of the monopolies is 


ineffective. 


American Capitalism. .., p. 120. 


* John K. Galbraith, 
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According to Galbraith’s theory, the state must 
intervene in two ways: first, by intensifying the 
action of the “countervailing power” through 
patronising the monopolies and repealing the 
anti-trust laws, and, secondly, by acting as a 
“countervailing power” wherever no private 
“countervailing power” forms or where it acts 
inadequately. Galbraith writes: “In the light of 
the difficulty in organising countervailing power, 
it is not surprising that the assistance of govern- 
ment has repeatedly been sought in this task. 
Without the phenomenon itself being fully re- 
cognised, the provision of state assistance to the 
development of countervailing power has become 
a major function of government—perhaps the 
major domestic function of government.”’* 

Galbraith does not openly say that the state is 
a “countervailing power”, he merely speaks 
about government assistance to this power. In 
his conception, however, the state is actually 
a “countervailing power” wherever it has not 
formed without the state or where it does not 
suffice to balance the situation. An example of 
this is agriculture where, according to Galbraith, 
the attempts to organise a “countervailing 
Power” in the form of marketing co-operatives 
failed. He writes: “After the farmer had failed 
to organise market power by himself, it was 
wholly in the tradition of the development of 
countervailing power that he should turn to the 
8overnment for assistance.”** This assistance 
manifested itself in a series of state measures 
Which were in line with typically monopoly 
Practices. The government tried to raise the 
Tee 


* John K, Galbraith, American Capitalism..., p. 133. 
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prices on agricultural products by curtailing 
production. By such methods the slate attempted 
to balance the prices of industrial commodilies 
and agricultural products. 

In the book The Affluent Society published in 
1958 Galbraith wrote about the absence of 
“social equilibrium” in modern capitalist society. 
He believes provision of this equilibrium to be 
a function of the state, and the state itself there- 
fore appears as a “countervailing power”. 

From this conception it follows, in the first 
place, that the state is a supra-class power be- 
cause, in order to countervail the “great market 
power” of the monopolies, the state must oppose 
them. Galbraith not only takes it for granted 
that the state stands above classes, but, what 
is more, holds that the modern capitalist state 
presumably defends primarily the interests of 
the “weak side”, i.e., the farmers, workers, em- 
ployees, etc. And that is just the way he puts it: 
“The corporation, unlike the worker, farmer, 
or other individual citizen, has been able to re- 


duce its insecurity without overtly seeking the 
Farmers, workers and 


assistance of the stale.... 
ve had to seek the 


other citizens, by contrast, hav ] 
assistance of government or (as in the case of 
the unions) they have had to organise specially 
for the purpose of reducing insecurity.”* KOS 
Thus, according to Galbraith, the | capitalist 
state acts as a countervailing power with respect 
to monopolies in the interests of the workers 
and farmers. In reality, however, the modern 
capitalist state is organically interlocked and 
coalesced with the monopolies, for which reason 
the bourgeois stale, being an instrument of the 


* John K. Galbraith, The Affluent Society, p. 102. 
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capitalist class domination and oppression, is 
concerned primarily with the interests of the 
monopolies. 

The monopolies aggravate the contradiclions 
of capitalism which engender a number of diffi- 
culties that jeopardise the domination of capital. 
A particular danger in this respect is, according 
lo Galbraith, the unnecessary inequality in the 
distribution of individual incomes. This inequal- 
ity in the distribution of incomes engenders, as 
is well known, economic crises. Galbraith does 
not use the term “crisis”. He writes that “Marx’s 
reference to the ‘capitalist crisis’ gave the word 
an ominous sound.... As a result the word 
depression was gradually brought into use. 
This had a softer tone”.* But verbal exorcism 
does not eliminate the continuous threat of eco- 
nomic crises with all their consequences. “The 
menace of depressions,” Galbraith continues, “is 
not the production that is sacrificed but the jobs 
and income that are lost—in short, the threat 
to economic security.” ** 

In general, the domination of monopolies 
brings about insecurity of the entire economic 
system and an aggravation of the class strug- 
gle. Galbraith writes that “the clash of interest 
between those who have and those who have not 
is obvious and inescapable.”’*** 

Hence the anxiety of the American liberals 
for the fate of capitalism, which Galbraith for- 
mulates as follows: “In principle the American 
is controlled, livelihood and soul, by the large 
corporation; in practice he seems not to be com- 


* John K. Galbraith, The Affluent Society, p. 45. 
** Ibid, pp. 128-29. , M 
*** John K. Galbraith, American Capitalism. .., P- 113. 
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plelely enslaved. Once again the danger is in the 
future; the present is still tolerable. Once again 
there may be lessons from the present which, if 
learned, will save us in the fulure.”* Speaking of 
the liberals and the group of American bourgeois 
economists who adhere to liberal views and take 
into consideration the danger inherent in the 
monopolies Galbraith continues: “This group has 
gone on lo the conclusion that the government 
must act to insure good economic performance. 
Its adherents uniformly have argued that the 
intervention involved is by far the lesser evil and 
poses a far smaller threat to the survival of 
sapitalism than the alternative instability.”** 

Galbraith has produced the clearest bourgeois 
theory of slate intervention in the economy in 
the epoch of monopoly capitalism. State inter- 
vention is indeed engendered by the instability 
of the capitalist system, the aggravation of the 
class struggle, the danger of destruction of cap- 
italism and the need of the bourgeoisie to save 
capilalism by all manner of stale measures aimed 
at strengthening the capitalist system under con- 


ditions of obvious superiority of the world so- 


cialist system. In short, the necessity for state 
intervention is the result of the deepening of the 


general crisis of capitalism. we 
It follows that, according to Galbraith’s theory, 
the stale must acl as a power that counteracts 
the economic instability of capitalism. 
At the time of Franklin D. Roosevelts admi- 
nistration, i.e., during the severe and protracted 
depression that followed the 1929-33 economic 


* Ibid., pp. 116-17. 
+ Toni ra Galbraith, Economics and the Art of Con- 
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crisis and then during the new 1937-38 economic 
crisis, i.e., a whole decade characterised by ex- 
tensive unemployment, bourgeois and especially 
petty-bourgeois theoreticians of slate interven- 
tion advocated the point of view thal this inter- 
vention was to take the form of state regulation 
and even “planning” of the capitalist economy. 
Supporting the standpoint of some of the liberals 
and petty-bourgeois radicals of the time Gal- 
braith wrote that “the evident alternative to 
compelition is public regulation or planning”.* 

The period of Roosevelts presidency before the 
war and especially during the war was marked 
by a considerable increase in state ownership 
of the means of production, transport, ete. Hence 
the idea that “the most plausible alternative to 
competition is full public ownership of those 
industries where competition is inelfective”.** 
As for “planning”, according to Galbraith, “a 
minimum requirement of planning, for an eco- 
nomy where competition is no longer assumed 
to regulate prices, would be systematic price 
regulation by the state.” *** 

After World War II the economic situation in 
the U.S.A. changed. Under the new conditions 
direct “planning” of production and distribution 
Was no longer needed, nor was it necessary for 
the state to regulate prices. The monopolies 
now demanded liquidation of state ownership, 
Cessation of wartime state regulation and “free- 
dom of enterprise”. It was precisely under those 
Conditions that the theory of the “countervailing 
Power” of the state came into being. This theory 
Substantiated the rejection of “planning” and 
ee 


* John K. Galbraith, American Capitalism..., p. 58. 
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rigid regulation of production and distribution 
characteristic of wartime. The whole problem 
now was to make private “countervailing 
power”, i.e., the power of monopolies, come into 
play. 

Galbraith distinguishes two ways of regulating 
the economy: centralised decisions, i.e., state 
intervention, and decentralised decisions of 
the monopolies, i.e., impact by private 
“countervailing power” which must act as a 
mechanism of self-regulation of modern capital- 
ism. He writes that “. . administrative consider- 
ations now provide capitalism with by far its 
strongest defence against detailed interference 
with private business decision”.* According to 
Galbraith, the following proposition must there- 
fore become the basic principle of modern capi- 
talism: “Intervention should be limited. ... 
Supervised self-regulation rather than control 
best describes what is required.” ** 

In his work American Capitalism published in 
1952 Galbraith vaguely advocated state control 
and even state ownership of the utilities. In 
1960, however, he came out against nationalisa- 
tion of the industry. He wrote that a balance 
between private and public services must be 
established by fiscal means, by taxation. I 
think,” he said, “that the will to levy taxes and 
make resources available for public use is some- 
thing that can be exploited very much more 
than so far.’*** 

Thus the conception of 
theoretically substantiate 


“countervailing power” 
d the turn in economic 
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policy of the capitalist state after World War II. 
This turn consisted in transition from direct state 
regulation of the economy during the 1929-39 
crisis and depression and at wartime to such 
stale-monopoly means as are now used by both 
Democratic and Republican administrations; 
these means are a budget policy which provides 
for state subsidies to monopolies in an open or 
concealed form of “accelerated amortisation”, 
tax abatements for monopolies, government 
procurement to monopolies, etc. 

The rejection of direct state control and “plan- 
ning” does not in any way mean that Galbraith 
rejected the idea of state intervention in econom- 
ic life in general. In step with the times he cor- 
respondingly substantiates new forms and new 
methods of state intervention. This is the essence 
of the transition from “centralised” to “de- 
centralised” decisions. 


3. PROBLEM OF ECONOMIC CRISES 


One of the most important parts of Gal- 
braith’s theory deals with state anti-cyclical 
measures, The problem of crises runs all through 
his works, from the firsi\—Modern Competition 
and Business Policy, written under the direct 
impression of the “tragic decade” of 1929-39, to 

Is Affluent Society published in 1958. 

_In the foreword to his book Modern Compe- 
tition and Business Policy Galbraith idealises the 
epoch of capitalism of free competition, which, 
despite Occasional “slumps” was in his opinion, 
on the whole an epoch of prosperity. This is, as is 
well known, at variance with facts, especially 
with respect to the period following the 1861-65 
Civil War when the economy of the U.S.A. was 
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shaken by such deep and protracted crises as 
those of 1873-75, 1882-85 and 1893-94. As for the 
first two decades of the 20th century, they were 
marked by the acute economic crises of 1907-08, 
1913-14 and 1920-21. 

Galbraith had to idealise the history of Amer- 
ican capitalism in order to emphasise the part 
played by the 1929-33 crisis in the change of the 
state’s economic policy. Dealing with the 1929- 
39 period Galbraith wrote that “the periods of 
sickness might not only be serious, but might 
became chronic and lead to complete collapse” .* 

According to Galbraith, in all of the country’s 
history the economy 0 


f the U.S.A. was particu- 

larly shaken only by two events: the 1861-65 
Civil War and the 1929-33 economic crisis with 
the subsequent prolonged depression. He writes: 
“Measured by its continuing imprint on actions 
and attitudes, the depression clearly stands with 
the Civil War as one of the two most important 
events since the Revolution. For the great major- 
ily of Americans World War II, by contrast, was 
an almost casual and pleasant experience.”** He 


aluation of the economic crisis 


reiterates this eva 
and World War II in his later book The Liberal 


Hour.*** . 
This evaluation of the role of the 1929-33 eco- 


nomic crisis in the history of the U.S.A. has a 
direct bearing on Galbraith’s theory because his 
starling point in substantiating the necessily for 
state intervention is not the wars of the epoch 


of imperialism, but economic crises. 


* H. S. Dennison and J. K. Galbraith, Modern Competi- 


tion and Business Policy, Foreword. 
** John K. Galbraith, American Capitalism..., p. 69. 
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During World War I and, especially, World 
War II the state intervention in the economic life 
of the U.S.A. assumed the form of direct and 
thoroughgoing state regulation of production and 
distribution, Galbraith was one of the leaders 
of this regulation characteristic of wartime state- 
monopoly capitalism. Despite this the experience 
of wartime state regulation of the economy is 
given extremely little consideration in his works. 
His only work on this problem The Theory of 
Price Control treats the problem not so much 
from the standpoint of military economy as from 
that of the theory of “imperfect competition”. 

There are three reasons why Galbraith did 
not care to make a theoretical study of the ex- 
perience of state regulation of the economy al 
limes of war; first, he regards war as a special, 
extraordinary situation and state regulation of 
the economy not as a natural but a casual and 
transient phenomenon of modern monopoly cap- 
italism, second, he is against direct state regu- 
lation of the economy and prefers the action of 
the private “countervailing power” of the mo- 
nopolies and third, and most important, from the 
point of view of the security of capitalism in ils 
competition with communism he considers econ- 
omic crises to be the greatest menace to capital- 
ism. And that is the way he puts it: “Here, at 
least equally with communism, lies the threat to 
capitalism.’’* 

Galbraith’s theory of state intervention is 
prompted by a striving to overcome or at least 
lo moderate and smooth over the cyclic shocks 
lo capitalist economy. He writes: “The preven- 
cree 


* John K, Galbraith, The Great Crash. 1929, Cambridge. 
Mass., 1955, p. 174. 
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tion of depression remains the sine qua non for 
economic security.”* 

But to overcome, or at least moderate, econ- 
omic crises it is necessary to know their causes. 
This is the weakest point in Galbraith’s theory. 
In his book which specially considers the 1929 
Stock Exchange crash he does not even undertake 
to elucidate the causes of the cyclic crises that 
have periodically shaken the economy of the 
U.S.A. over more than 100 years. He merely 
states the fact that cyclic fluctuations are in- 
herent in capitalism and asserts that crises are 
a mere rest after economic strain. He has the 
following to say about it: “The notion that the 
economy requires occasional rest and resuscita- 
tion has a measure of plausibility and also a 
marked viability.”** 

This point of view is, of course, far from 
a scientific explanation of the causes of eco- 
nomic crises and their periodicity. These pheno- 
mena were explained by Karl Marx who revealed 
not only the main cause of economic crises—the 
contradiction between the social character of 
production and the private form of appropria- 
tion—but also the material basis of their perio- 
dicity which is in the movement of fixed capital. 

Galbraith does not accept this truly scientific 
theory of crises. Nor has he any theory of cycles 
at all. For a general theory he substitutes his 
study of the concrete causes of only the one 
economic crisis of 1929-33. Here he discovers 
five main causes: 1) incorrect distribution of the 
national income, 2) imperfect structure of the 
corporations, 3) inefficient banking structure 


——— 


* John K. Galbraith, 
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4) active trade balance with great indebtedness 
of capitalist Europe to the United States, and 5) 
low level of economic knowledge. 

Examining the problem of “incorrect” distri- 
bution of the national income Galbraith states 
that the movement of wages greatly lagged be- 
hind the increase in profits and that the incomes 
of farmers were in a similarly deplorable state. 
But, according to Galbraith, these “shortcom- 
ings” are not inherent in the capitalist system as 
such, but characterise the concrete situation of 
the seven years which preceded the 1929 
economic crisis. 

According to Galbraith, all these causes can be 
eliminated under capitalism. The whole purpose 
of his book is to show that they were not elimi- 
nated because of the inaction of Coolidge’s and 
Hoover’s administrations, their “intuitive belief 
in laissez-faire—in the benign tendency of things 
that are left alone’*. The main conclusion Gal- 
braith draws from his study of the 1929 Stock 
Exchange crash is that of the necessity for state 
intervention. Galbraith writes that, whereas for- 
merly there were differences between the libe- 
rals and conservatives on this question, now 
these differences have been exhausted. “The 
avoidance of depression and the prevention of 
unemployment have become for the politician 
ù e most critical of all questions of public 
Policy .*** 

_ Stil Galbraith does not maintain that state 
intervention can completely eliminate crises. 

Sain and again he emphasises that “private 
Capitalism is inherently unstable”, and that “at 
—— N 


P John K. Galbraith, The Liberal Hour, pp. 110-14. 
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some time in the future, the United States will 
have a serious depression” .* 

These statements are aimed at emphasising 
the necessity for state intervention in the econ- 
omy in order, if not to overcome, at least to 
moderate the economic crises. 

The general direction to state anti-cyclical 
measures was given by Keynes. They are, in the 
an increase in state expenditures which 
must make up for the decrease in investments 
by private capitalists, a policy of paper money 
inflation, stimulation of private investments by 
low interest rates, appropriate taxation policy, 
increase in individual consumption, particularly 
by unemployment relief, but with a simultane- 
ous reduction in real wages as a result of infla- 


first place, 


tion. 
A certain effect of these measures cannot be 


denied. For example, Karl Marx noted the effect 
produced by the interest rates on the 
movement of capital investments long be- 
fore Keynes. But, unlike Keynes, he pointed out 
that not in all phases of the cycle can low in- 
ates foster an increase in production. The 
interest rates depend on the process of capitalist 
reproduction, though conversely the movement 
of the interest influences the course of repro- 
duction. It was precisely Marx who wrote that 
the “reverse effect of money trade on production 
is becoming still stronger and more complex”.** 

The already standard Keynesian recipes about 
which Galbraith writes a good deal do not always 
produce positive effects. They were unable, for 


terest r: 


* John K. Galbraith, American Capitalism. . ., pp. 5, 8. 
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example, to prevent the economic crises. Since 
World War II the U.S.A. has already had four 
recessions and, as Galbraith admits, it is entirely 
uncertain that there will be no “serious” new 
economic crisis. 

And still, like many bourgeois and reformist 
theoreticians of state intervention, Galbraith is 
a pupil of Keynes whom he credits with “sav- 
ing” the capitalist system during the critical 
period of 1929-33. 

This is what Galbraith writes about him: 
“There remained in 1933 the only possibility of 
abandoning capitalism entirely. This was a pro- 
ject which raised the question of alternatives 
concerning which only a handful of Communists 
were in any way clear.... It was Keynes who 
provided the escape from the dilemma—and the 
words.”* According to Galbraith, Keynes’ con- 
tribution consists not only in that he gave the 
theory, but also the practical suggestions for 
Saving capitalism by a number of state measures. 

In the U.S.A., as Galbraith emphasises, “libe- 
rals almost spontaneously adopted the Keyne- 
sian formula”.** But today, while remaining a 
Keynesian as regards the necessity for state 
intervention, Galbraith criticises some of the 
Keynesian recipes which he considers outdated. 
He is forced to admit that a reduction in the 
interest rates far from always causes an enli- 
vening and rise in production. He writes: “High 
interest rates had failed miserably to arrest the 
speculative boom of the late twenties; low rates 
were equally ineffective in dealing with the Great 
Depression.’’*** 


* John K. Galbraith, American Capitalism. .., p. 82- 
** Ibid., p. 83. 
*** John K. Galbraith, The Affluent Society, p. 228. 
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On the whole Galbraith is critical of the credit 
and monetary manipulations as means of achiev- 
ing economic stability, but he is particularly 
vehement about the policy of inflation which 
plays a decisive part in Keynes’ theory. He 
writes: “Those who endorse an inflation of the 
modern sort are endorsing a policy of giving the 
most to the biggest and strongest and the least 
lo the smallest and weakest. This is not the 
whole case against this inflation. It breaks faith 
with those who save. It is damaging to public 
services. It rewards not the most gifted people, 
but the most gifted money-makers. It has had a 
devastating effect on our exports and it has 
greatly and unnaturally stimulated imports. The 
consequence has been a serious and possibly 
alarming deterioration in our balance of pay- 
ments. But one point above all must be seen 
with clarity. The modern inflation is not neutral. 
Because of its inevitable identification with 
economic strength, it is inequitable, regressive 
and reactionary’*. This formidable philippic 
against inflation strikes both at Keynes and at 
Galbraith’s own conception of “countervailing 
power”. 

It should be remembered that by inflation 
Galbraith implies a rise in prices in general. But, 
not every rise in prices is a result of inflation. 
If we disregard the cyclic rises in prices during 
the phases of upsurge, which are not caused by 
inflation, there are two main causes of rises in 
prices in the capitalist countries today. The first 
cause is the increased domination of the monop- 
olies with their high monopoly prices which 
are a means of plundering the masses of the 


* John K. Galbraith, The Liberal Hour, p- 73. 


people—industrial and office workers and farm- 
ers, i.e., the absolute majority of the population. 

A rise in monopoly prices is not inflation. But 
under present-day conditions of state-monopoly 
capitalism, when state orders to private monop- 
olies play an important part in the economy, 
a rise in monopoly prices fosters inflation. It 
means that the state has lo pay more, and an 
increase in state expenditures causes deficits in 
the state budget that are the cause of real 
inflation. 

In the U.S.A. the budget deficits are covered 
by loans which in their turn serve as securily 
for the banknote emission. The banknotes have 
actually become the paper money. As a result of 
deficit financing of the state-monopoly measures 
an increasingly greater mass of paper money is 
Pumped into the channels of money circulation 
above the needs of the commodity circulation 
expressed in gold. Under these circumstances 
Paper money is depreciated, that is the prices 
on goods rise. This is real inflation. 

Galbraith is against the rise in prices in gen- 
eral and, especially, against their rise as a result 
of real inflation. This opposition deserves atten- 
tion because it marks a turn of some of the 
liberals from the Keynesian inflation policy 
toward a budget balance, which is a revision 
of the Keynesian principles. 

Keynes’ theory was engendered exclusively by 
the 1929-33 deep economic crisis which was 
accompanied by a sharp drop in prices on the 
goods, especially of the non-monopolised spheres 
of production, including agricultural products 
Under those conditions the policy of inflation 
really helped the economy out of the crisis and 
the depression. 
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The policy of inflation pursued by the Roose- 
velt administration between 1933 and 1939 
offered advantages to all debtors, primarily to 
the farmers whose holdings were heavily mort- 
gaged, and to industrial capitalists who were 
burdened with large debts to banks. The rise in 
commodity prices with a nominal constancy of 
the indebtedness was equivalent to writing off 
part of the debts. The inflation was particularly 
advantageous to industrial capital because pro- 
fits increased, since under the conditions of vast 
unemployment wages climbed slower than prices. 
That is why, under the conditions of a sharp 
drop in prices, caused by the 1929-33 crisis, the 
inflation, in addition to other factors, helped the 
economy out of the crisis. 

The present-day situation fundamentally dif- 
fers from that of 1933-39. Today the largest 
debtor is the state. In 1933 the national debt 
amounted to 22,500 million dollars. By 1939 it 
had increased to 40,400 million dollars. By 
July 1965 the national debt reached the enor- 
mous sum of 318,000 million dollars. As for the 
private loans granted by all commercial banks, 
in July 1965 they amounted to only 188,600 
million dollars.* 

The creditors of the state are not only bank- 
ing, but also industrial monopolies which resist 
the writing off of part of the state indebtedness 
by inflation. That is why today both banking 
and industrial capital are against inflation. 
On the contrary, they would profit more from 
deflation which increases the profits on the 
loans granted to the state. Thus, in the given 


* Federal Reserve Bulletin, February 1966, pp. 228, 240. 
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concrete situation, the break of the liberals 
with Keynes’ theory in favour of the budget 
balance coincides with the interests of the 
monopolies. 

It would be wrong to assume, however, that in 
his opposition to inflation Galbraith is guided 
only by the interests of the monopolies. Inflation 
strikes at all sections of the population with a 
fixed income. These are small investors, people 
who live on the income from an inheritance and 
who have deposited their money in banks, 
Pensioners, etc. But the largest section of people 
with a fixed income is that of civil service and 
monopoly employees. The proportion of these 
employees, including ordinary engineers, tech- 
nicians, teachers, etc., in the country’s popula- 
tion has very greatly increased. Inflation deprec- 
lates the income of the employees, lowers their 
living standards and causes discontent and 
restlessness among them. 

Inflation produces serious political results. It 
causes a reduction in the real wages of industrial 
and office workers. Organised workers resist the 
lowering of their living standards. This is attested 
by the increase in the strike movement in the 
U.S.A. during the post-war years. Inflation, con- 
sequently, causes an intensification of the class 
struggle in the country and a revolutionisation 
of broad masses of the people. 

Industrial and office workers are against a 
rise in prices regardless of its cause—whether 
it is the increased domination of the monopolies 
or inflation. This circumstance particularly 
worries the liberals. Galbraith writes: “Over 
much of the world there is a rough and not 
entirely accidental correlation between the 
strength of indigenous Communist parties or the 
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frequency of revolutions and the persistence of 
inflation.”* 

Thus a fear of communism is the main reason 
for a certain part of modern liberals to reject 
inflation as a source of financing the state- 
monopoly measures. In general the repudiation 
of Keynes in this question is due to the change 
in the situation, Today inflation is neither in the 
economic nor in the political interests of the 
monopolies and they therefore strive to restrict 
it. However, the enormous expenditures on arms 
in which the monopolies are interested act in the 
Opposite direction. Instead of inflation Galbraith 
Suggests an increase in taxes, especially indirect 
taxes whose whole burden falls on the mass 
consumer, i.e., the industrial and office workers 
and the farmers. 


4. “AFFLUENT SOCIETY” 


During World War II the economic situation 
in the U.S.A. sharply changed compared with the 
pre-war decade (1929-39) with its low level of 
industrial production, severe agrarian crisis, 
many millions of unemployed and the grievous 
situation of the farmers. During the war the 
industrial output more than doubled, unemploy- 
ment gave way to a shortage of labour power, 
the real wages increased, even if only a little, 
the prices on agricultural products rose and the 
farmers’ debts on mortgages decreased. The 
human casualties suffered by the U.S.A. during 
the war were not many. The change in the 
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economic situation of the U.S.A. was so rapid 
and sharp that bourgeois economists described 
it as a “revolution”. 

The cold war against the Sovict Union and 
other socialist countries, begun after World War 
II, and then the war in Korea caused another 
increase in military production. The state mili- 
tary orders were kept on a level which was 
uncommonly high for peacetime. The enormous 
accumulation of capital, the savings made by the 
population during World War II and the sub- 
sequent increase in consumers’ credil stimulated 
a demand for durable goods, an increase in 
housing construction and a farther increase 
in capital investments. The rehabilitation of the 
war-devastated European economy fostered an 
increase in the American export, etc. “Good 
times” came accompanied with pleasant illu- 
sions. An expression of these illusions was Gal- 
braith’s book The Affluent Society written on 
the eve of the 1957-58 economic crisis. The 
Affluent Society became the new creed of the 
Right-wing Socialists in Western Europe. 

The main idea of The Affluent Society was 
already contained in the book American Capita- 
lism. The Concept of Countervailing Power 
which came out seven years earlier, at the height 
of the Korean war. Already then Galbraith wrote: 
“In the United States, in recent limes, for most 
people the biological minimums of food, clothing 
and even shelter have been covered as a matter 
of course.” He criticised the bourgeois econom- 
ists who “... have brought the mentality of 
nineteenth-century poverty to the analysis of 
twentieth-century opulence”.* 


* John K. Galbraith, American Capitalism..., p. 108. 
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Galbraith’s favourite argument in favour of 
“affluence” is the existence of advertising. He 
holds that only goods of which there is plenty 
are advertised. He writes: “It is not necessary 
to advertise food to hungry people, fuel to cold 
people or houses to the homeless.””* 

Galbraith always confuses two entirely 
different things: requirements and effective 
demand. The lag of effective demand behind 
the amount of goods produced under capitalism 
causes a relative surplus of goods. Hence the 
intensified competition and the struggle for the 
consumer's dollar with the aid of advertising. 
The enormous expenditures on advertising are 
not only an indication of competition, they not 
serve the purpose of informing the consum- 
but are also an expression of 
hich attests that nol 


only 
ers of new goods, 
capitalist wastefulness, W.: 
all is well in this society. In his book Modern 
Competition and Business Policy written in the 
1930s Galbraith regarded advertising as a nega- 
tive phenomenon engendered by competition. At 
that lime he wrote: “This part of the present 
marketing expenditure serves no more useful 
social purpose than to separate the other fellow 
from a part of his business.”** Then he called 
advertising a waste. This sober view of advertis- 
ing is absent from The Affluent Society where 
advertising is represented as a sign of abundance, 
a means of creating requirements by persuasion 
of satiated consumers. Now Galb raith wriles thal 
advertising is “effective only with those who are 
so far removed from physical want that they do 


Á 


* Ibid., p. 103. 
** H. S. Dennison and J. K. Galbraith, Modern Compe- 


tition and Business Policy, P- 47. 
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not already know what they want. In this state 
alone men are open lo persuasion” .* 

According to Galbraith, the production of 
goods in the modern “affluent society” exceeds 
the absolute requirements. He writes: “Now 
goods are abundant. More die in the United 
States of too much food than of too little.”** 
This abundance of goods is accompanied, accord- 
ing to Galbraith, by a tendency to equalising the 
distribution of the national income, which 
presumably implies an effacement of the class 
differences. 

Noling the existing inequality in the distribu- 
tion of the national income Galbraith at the same 
time emphasises that “meanwhile there has been 
a modest reduction in the proportion of dispos- 
able income going to those in the very highest 
income brackets and a very large increase in the 
proportion accruing to people in the middle and 
lower brackets”.*** 

Galbraith reiterates the favourite thesis of the 
Right-wing Socialists that Marx’s prediction of 
the pauperisation of the masses and polarisation 
of wealth at one pole and poverty at the other 
has not materialised. . 

The main idea of The Affluent Society is an 
assertion that the people of the highly developed 
capitalist countries have, without abandoning 
capitalism, crossed the border of poverty and 
have entered the kingdom of material abundance. 
With such an abundance no further increase in 
the production of goods is, according to Gal- 
braith, necessary because the achieved level 


R 


* John K. Galbraith, The Affluent Society, p. 158. 
** Ibid., p. 123. 
* Ibid- p. 85. 
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of production fully provides for the absolute 
requirements of society. 

The effect of increasing affluence is, accord- 
ing to Galbraith, “to minimise the importance of 
economic goals. Production and productivity 
become less and less important.”* Hence 
Galbraith’s conclusion that the role of the 
managers of production as the leaders of sociely 
must diminish. The “affluent society” is, accord- 
ing to Galbraith, noted for its comparative eco- 
nomic. stability. Although the crises have not 
been overcome, Galbraith asserts that they have 
been considerably moderated by the interven- 
tion of the stale. 

As was already mentioned, all of Galbraith’s 
theory rests on the changes in the post-war 
economic situation in the U.S.A. as compared 
with the pre-war years of deep crises and dep- 
ressions. Galbraith even asserts that in his 
“affluent society” there are actually no unem- 
ployed. The exisling unemployment is pres- 
umably caused not by economic, but by 
subjective factors. 

Such a comparison of the pre-war and post- 
war years is superficial. New times have brought 
new conflicts and shocks which in no way attest 
the stability of the U.S. economy. The post-war 
economic crises, the deficits in the balance of 
payment, the flowing off of gold from the coun- 
try, the shaken position of the dollar, etc., may 
serve as examples. Characteristic of the econo- 
my which Galbraith calls the “affluent society” 
are the enormous military expenditures that run 
up to 65 per cent of the state budget. The cold 
war leads to an increase in the national debt 


——— 
* John K. Galbraith, The Affluent Society, p. 146. 
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and inflation whose whole burden falls on the 
working people. 

The excess of production capacities, the 
chronic underloading of the industrial enter- 
prises and the inability of American capitalism 
to make use even of the available productive 
forces are all an expression of the instability and 
decay of the capitalist economy. In The Affluent 
Society everything is represented upside down. 
In actual fact, there is no absolute excess of 
production capacities and goods; there is merely 
an inadequate purchasing power in the capitalist 
world with the result that the goods find no 
markels and the enterprises must work below 
their capacity. Signs of decay of capitalism 
Galbraith takes for signs of prosperity. Yet 
even the 1965-66 boom is due to the shameful 
war in Vietnam and not to a liquidation of 
poverty in the U.S.A, 

Galbraith’s central thesis formulated in The 
Affluent Society is that American capitalism has 
allegedly succeeded in overcoming the poverty 
and want of the masses and in providing the 
people with food, clothing and even shelter. Of 
course, owing to a number of historical factors 
(existence of large tracts of uncultivated lands, 
absence of feudal relations, continuous shortage 
of labour power in the 18th and 19th centuries, 
etc.) the wages in the U.S.A. were always higher 
than in capitalist Europe and much higher than 
in Asian, African and Latin American countries 
which until recently were colonial or semi- 
colonial. 

In the 20th century the world wars brought 
ruin to the working people of Europe, whereas 
the U.S.A., on the contrary, grew rich on the 
wars. The huge profits made by the U.S. bour- 
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geoisie enabled it to make certain concessions 
to the working people under the impact of the 
socialist world and the intensification of the 
class struggle in the capitalist world. 

By all of the foregoing reasons the working 
class of the U.S.A. found itself, compared with 
the workers of the rest of the capitalist world, 
in a position of workers’ aristocracy. The aver- 
age living standards in the U.S.A. are higher 
than in the rest of the world. But all this does 
not in any way mean liquidation of poverty, 
equalisation of the incomes or effacement of the 
class differences in the U.S.A. It merely means 
that the borderline of poverty and want is less 
pronounced in the U.S.A. than in other capitalist 
countries. The latest studies of American bour- 
geois economists completely disprove the main 
propositions of The Affluent Society. 

In the first place it is necessary to note the 
unreliability of the official American statistical 
data on the distribution of incomes. Whereas 
industrial and office workers are paid their wages 
according to a pay roll, minus the taxes, the 
bourgeoisie understates its incomes, falsifies 
documents and finds a thousand loopholes to 
evade taxes. The declared incomes of the bour- 
geoisie are usually so understated that in 1960 
the Democratic Party included in the election 
programme a point against tax evasion. That is 
why plans to reduce the incomes of capitalists 
hold no water. But despite the unreliability of 
the statistical data the latest studies of Profes- 
sor Robert J. Lampman based on official data 
show that the share of only 1 per cent of the 
entire adult population of the U.S.A. amounted 
to 23.3 per cent of the total wealth in 1945, 26 
per cent in 1956 and 28 per cent in 1961. It 
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should be noted that in 1933 the share of 1 per 
cent of the population amounted to 28.3 per 
cent of the country’s total wealth. Citing these 
data The American Federalionist, organ of the 
pro-monopoly leadership of the American Fede- 
ration of Labour, wrote that after World War II 
“the share of the families at the bottom has been 
going down while the already disproportionately 
large share of the wealthiest continues to go 
up”.* 

Anaso the latest statistical data Doctor 
Herman P. Miller, special assistant in the 
demographic section of the U.S. Bureau of the 
Census, wrote, to disprove what is stated in The 
Affluent Society, the following: “A myth has 
been created in the United States that incomes 
are becoming more evenly distributed. This 
view is held by prominent economists of both 


major political parties.... The statistics show 
no appreciable change in income shares for 
nearly twenty years.... In 1935, the poorest 


20 per cent of families received only 4 per cent 
of the income. Their share rose to 5 per cent in 
1944 and has remained at that level ever since... . 
These figures hardly support the picture that 
many Americans have been given about the 
equalisation of incomes in our society.”** 

On the basis of the existing level of prices 
bourgeois economists hold that the borderline 
of poverty in the U.S.A. is an annual income of 
3,000 dollars, while an annual income of 6,000 
dollars is a minimum for a modest living of a 
family of four. Professor Leon H. Keyserling, 
one-time Chairman of the President’s Council of 


* The American Federationist, November 1962, p. 18. 
** Herman P., Miller, “Is the Income Gap Closed? No!” 
The New York Times Magazine, November 11, 1962, p. 50. 
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Economic Advisers during the Truman adminis- 
tration, is forced to acknowledge the following: 
“The number of families in the United States 
who have real incomes below 4,000 dollars a 
year is as high now as in 1953, which means that 
there has been virtually no progress in the liqui- 
dation of individual poverty. Today about one- 
fourth of all families have incomes below 4,000 
dollars, and their average income is in the 
neighbourhood of 2,500 dollars. Fully half of 
all families have incomes below the 6,000 dollar 
figure which at least in urban and suburban 
areas is generally regarded as the amount re- 
quired to maintain an adequate but modest 
standard of living.”* 

During his election campaign in 1964 Presi- 
dent Johnson cited data showing that of the 
47 million American families 9,352,602 families, 
i.e., more than 20 per cent of the total number, 
had an annual income amounting to half the 
official modest subsistence standard. Moreover, 
8.976,618 families had an annual income insuf- 
ficient to provide the most modest standard of 
living for a family of four.** 

Poverty and want have become the lot of the 
broad masses of American farmers. Their condi- 
tions are one more refutation of The Affluent 
Society. 

The scientific and technical revolution in agri- 
culture under capitalism has put an end to the 
bourgeois theory of security of the small and 
middle farmers, the security of what is called 
in the U.S.A. the “family farm.” The scientific 
and technical revolution is accompanied by ruin- 


* The Progressive, November 1960, p. 15. 
** Magazine of Wall Street, April 4, 1964, p. 70. 


ation of family farms and concentration of pro- 
duction on large capitalist farms. As late as 1935 
the U.S.A. numbered 6.8 million farms. Twenty- 
five years later there remained only 3.7 million 
farms. Nearly half the number of farmers were 
ruined during that period. The process of ruin- 
ation of farmers in the “affluent society” is 
continuing. According to the 1959 census, of the 
remaining 3.7 million farms 1.6 million or 44 per 
cent brought a net average annual profit of 217 
dollars per farm. Together with farmhands these 
farmers constitute the most unfortunate part of 
the U.S. population. 

At the same time only 102,000 farms, i.e., 
3 per cent of the total number, turn out almost 
32 per cent of the marketable produce. In 
addition to this upper stratum there are 483,000 
farms which put out 22 per cent of all market- 
able agricultural output. 

Since 1934 the U.S. Government has pursued 
a policy of subsidising farmers and maintain- 
ing high prices on agricultural goods. This policy 
has been motivated by the necessity of support- 
ing the “family farms”, Actually, however, all 
these subsidies went almost exclusively to the 
upper capitalist stratum of farmers. It was pre- 
cisely the large capitalist farms that profited 
from the high prices on agricullural products 
maintained by the state, As for the bulk of the 
farmers, they continue to be ruined.* Data on 
the groups of population having a certain annual 
income either in the form of wages or as farm 
earnings, returns from small enterprises such 
as barber shops, laundries, repair shops, etc., 


* See Edward Higbee, Farms and Farmers in an Urban 
Age, New York, 1963, pp. 46, 47, 90, 123. 


86 


have already been given above. Bul in addition 
lo this category there is a large part of the U.S. 
population which has no income at all, namely, 
the unemployed who do not as yet get unemploy- 
ment relief and those who have already lost the 
right to such relief. 

The clearest expression of the decay of 
American capitalism is its inability to provide 
work for the growing population. Galbraith does 
not deny the existence of unemployment and 
even foresees an increase in the number of 
unemployed, but he asserts that there are no 
unemployed in the U.S.A. for economic reasons. 
In point of fact, however, unemployment is in- 
creasing precisely by virtue of economic factors. 

With the existing enterprises chronically 
underloaded the American industry is unable to 
employ the growing numbers of workers due to 
the increase in population. Hence the following 
entirely new phenomenon in the life of the 
U.S.A.: formerly unemployment affected the 
working class only during crises, whereas now 
unemployment also keeps on a high level during 
periods of economic booms. The situation is 
becoming aggravated as a result of mechanisa- 
tion and automation of production. 

A rise in labour productivity as a result of 
technical progress was characteristic of capital- 
ism at all stages of its development. However, 
a relative reduction in expenditures on wages 
compared with those on material elements of 
production was usually accompanied by an 
increase in the absolute number of employed 
workers because of the increase in the scale of 
production. But today mechanisation and autom- 
ation of production lead not only to structural 
changes in the composition of the working class, 
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but also to an absolute reduction in the numbers 
of employed workers. During the 1953-62 decade 
the number of workers in the manufacturing 
industry decreased from 14 million to 12.4 mil- 
lion. A similar process is under way in the ex- 
tractive industry, the transport, etc. 

In the last five years the number of totally 
unemployed has persisted, according to under- 
estimated official data, on the level of 4 million 
and the number of part-time employed for 
economic reasons has been 1.2 million despite 
the fact that 1963-65 were marked by a cyclic 
boom. 

Upon expiration of the unemployment relief 
period the families of the unemployed receive 
free dinners from charities or a little flour, maize, 
powdered milk and other products from state 
warehouses where the “surplus” of agricultural 
products bought up by the government is stored. 
This miserable pittance is given only to those 
who have no earnings and get no unemployment 
relief. Deprived of relief the families of the 
unemployed drag out a miserable existence. 
These people are essentially paupers. 

At one time Galbraith was editor of Fortune 
which cannot be suspected of sympathy for 
communism or of exaggeraling poverty in the 
U.S.A. According to this magazine, in 1961 the 
U.S.A. numbered 3 million such paupers receiv- 
ing a pittance in flour, ete. In the state of West 
Virginia nearly 15 per cent of the entire popula- 
tion is dependent on such emergency aid. Citing 
these data Fortune admits that “for all its 
wealth and progress the U.S. has still too much 
distress and poverty in its midst”.* 


* Fortune, March 1961, p. 107. 
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The foregoing data come from bourgeois 
sources. All of them understate the extent of 
distress and poverty in the U.S.A., but even they 
serve to disprove the idyll pictured by Galbraith 
in his book The Affluent Society. If the minimum 
annual income of an American family amounted 
to Heller’s budget, i.e., 6.000 dollars, the now 
underloaded U.S. production machinery would 
not suffice to cover the effective demand of the 
American population. 

Thus even the latest official data disprove 
Galbraith’s main propositions set forth in his 
book The Affluent Society. In reality there has 
been no equalisation of incomes and effacement 
of the class differences. The victories won by the 
American working class in their fight for wages 
and social insurance have accelerated the process 
of mechanisation and automation of production. 
In this way the monopolies are reducing the 
costs of production as regards wages. Hence the 
high level of unemployment precisely for econ- 
omic reasons. 

During the 1964 presidential elections Lyndon 
Johnson proposed a programme of “war on 
poverty”. The distress and poverty turned out 
to be so great that today no one any longer 
speaks of the U.S.A. as an “affluent society”. On 
the contrary, a new slogan has now been 
advanced, the slogan of a “great society” which 
does not as yet exist, but which will presumably 
be attained on the capitalist basis in the future. 
In the meantime there is a “war on poverty” 
about which so competent in tactical problems 
an organ as the U.S. News & World Report wrote: 
“Back in 1928, on August 11, Herbert Hoover, 
as Republican nominee for President, pro- 
claimed: ‘We shall soon with the help of God be 
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with respect to the trade unions which fight for 
wage increase during periods when the demand 
for goods lags behind the supply. According to 
him, the correlation of forces is balanced 
when collective agreements are signed. Hence 
Galbraith attaches particular importance to the 
system of collective agreements in which his 
theory of “countervailing power” is presumably 
realised and in which the “coexistence of the 
monopolies and trade unions” finds its concrete 
expression. 

Galbraith notes with satisfaction that even the 
Taft-Hartley Law was unable to put an end to 
either the trade unions or the collective agree- 
ments. He considers the labour problem solved 
since the time of Franklin D. Roosevelt and at 
the present time, he believes, it is merely neces- 
sary to organise the still unorganised part of 
the workers, especially the white collar workers, 
a order to create a “countervailing power” here 
oo. 

In his treatment of the trade unions as a 
“countervailing power” Galbraith proceeds from 
an entirely incorrect premise that under modern 
capitalism the forces of the monopolies and those 
of the trade unions are equal and can therefore 
be balanced, In point of fact, however, these 
forces are far from equal since the means of 
production and the machinery of propaganda— 
the press, the radio and the TV—are owned by 
the monopolies and not by the workers, The 
most important thing is that the state has coa- 
lesced with the monopolies. It follows that the 
correlation of forces between the monopolies 
and the working class is such that they cannot 
be balanced within the framework of capitalism. 
Not peaceful coexistence of the monopolies and 
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the working class, but an intensification 
of the class struggle is the actual way of devel- 
opment. 

Reality disproves the theory of peaceful 
coexistence of the working class and the monop- 
olies. In the history of the American working- 
class movement there were never so many strikes 
and strikers as there have been since the end 
of World War II. And the more the state inter- 
venes in the relations between labour and capital, 
the more political in character does the economic 
struggle of the working class become. 

Turning to the question of the condition of 
farmers Galbraith abandons his concept of sup- 
porting the monopolies, and favours helping the 
small and middle owners. He does this exclusively 
for political reasons, i.e., for the purpose of 
achieving “social tranquility”. He demands that 
the state should continue to support the agricul- 
tural prices, which, as is well known, benefits 
almost entirely the upper capitalist stratum of 
the farmers. 

One of the central places in Galbraith’s theory 
is occupied by the so-called “welfare state” by 
which he implies a system of social insurance 
and security and greater expenditures on educa- 
tion. 

Galbraith foresees that the effect of the “law 
of diminishing importance of production of 
goods in the ‘affluent society’, he formulated, 
will be increased unemployment which will fur- 
ther increase as a result of automation of pro- 
duction. That is why, to ensure “social tranquil- 
ity” in case of a considerable increase in unem- 
ployment, he suggests a reduction in the work 
week. He writes: “Reduction in the work week 
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within sight of the day when poverty will be 
banished from this nation.’ It now is 35 years 
later. President Lyndon Johnson is laying his 
plans for the 1964 presidential-clection cam- 
paign. He too has opened a ‘war on poverty’. ... 
A reading of history shows that ‘poverty’ and 
its elimination for generations have been the 
rallying cry of politicians in both parties when 
seeking office.”’* 

Hoover’s promise to liquidate poverty was 
followed by the 1929-33 economic crisis, the 
greatest in the history of capitalism; the crisis 
was accompanied by tremendous unemployment 
and ruination of the farmers. History will show 
what will follow the present-day “war on pov- 
erly” in the U.S.A. It is clear, however, that the 
poverty and distress of the masses are an inal- 
ienable feature of capitalism and that poverty 


cannot be liquidated without liquidating capital- 
ism. 


5. CAPITALISM AND COMMUNISM 


In his Affluent Society Galbraith attacks the 
outdated propositions which, according to him, 
have become standard, commonplace truisms 
and which he disdainfully calls “conventional 
wisdom”. He regards as such “conventional 
wisdom” all of the political economy from Adam 
Smith to Keynes inclusive since, according to 
him, it reflects reality of the “epoch of poverty”. 
All these theories, as Galbraith asserts, no longer 
correspond to the conditions of the new “affluent 
society”. He regards as outdated truths of “con- 
ventional wisdom”, for example, the striving to 


* U. S. News & World Report, January 20, 1964, p. 36. 
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expand production and to consider its expansion 
as economic progress. 

He considers the laissez-faire theory, which 
opposes state intervention in the economy, etc., 
the most vivid example of the outdated catego- 
ries of “conventional wisdom”. But as soon as it 
comes to the most advanced ideas, the ideas of 
communism, Galbraith himself becomes a slave 
of bourgeois conventional wisdom to which he 
is so greatly opposed. His theory aimed at pre- 
serving capitalism is itself conventional bourgeois 
wisdom. 

Galbraith resolutely defends capitalism. As 
was shown above, his main argument in favour 
of state intervention for the purpose of fighting 
economic crises, inflation, etc., is the danger of 
communism. As regards communism he often 
reiterates the commonplace truisms which make 
up the essence of bourgeois “conventional 
wisdom”. 

The fear of communism impelled him in 1946, 
i.e., immediately after the end of World War Ts 
to put forward a proposal to rehabilitate the 
economy not of the U.S. war allies, but of its 
foes, i.e., primarily West Germany. In the 
restoration of imperialist Germany he saw a 
means of preventing the westward penetration 
of communism. At that time he wrote: “... It is 
obvious that Germany remains a major counter 
—indeed the major counter—in the adjustment 
between East and West. A communist Germany 
would do much to insure a communist Europe. 
A Germany with a strong Western affiliation 
and orientation would be a deep bridgehead into 
Eastern Europe.”* 

* John K. Galbraith, Recovery in Europe, Washington, 
1946, p. 8. 
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Thus Galbraith formulated, as early as 1946, 
the principles of U.S. foreign policy which is 
now pursued by both the Democrats and Repub- 
licans. Today, however, unlike the advocates of 
cold war, Galbraith understands that the 
“capitalism or communism” problem can no 
longer be solved from a “position of strength”. 

In our epoch communism is no longer an 
abstract idea. It is embodied in a group of social- 
ist states with one-third of the world’s popula- 
tion. The ideas of communism are penetrating 
ever more deeply into the minds of the working 
masses in the capitalist countries. And Galbraith 
is absolutely right in believing that the reason 
for this penetration is not “Soviet propaganda” 
at all. 

The expatiations of bourgeois ideologists 
about the low living standards of the Soviet peo- 
ple and the technical backwardness of the Soviet 
Union are becoming a thing of the past. The 
socialist industrialisation and socialist reconstruc- 
tion of agriculture, the high rates of economic 
development, the cultural revolution, the flour- 
ishing of science, the greatest technical discov- 
eries and man’s flights to outer space have all 
advanced the Soviet Union to the forefront in 
the development of human civilisation. 

Speaking about the first Soviet earth satel- 
lites and spaceships Galbraith wrote in 1960 that 
s, these achievements added enormously to 
the Soviet prestige. They modified the world- 
wide tendency—a tendency by no means confined 
to the non-communist lands—to assume that 
such achievements come normally from the 
United States. A myth of American scientific 
omnipotence was dispelled. But scientific 
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achievement has long been a source of national 
prestige” * 

The growing power of the socialist camp and 
the break-up of the colonial system of imperial- 
ism have served to deepen the general crisis of 
capitalism. The superiority of the socialist over 
the capitalist system is becoming increasingly 
more evident. “Capitalism or communism” has 
become the central problem of all mankind. 
Galbraith’s main works deal with this problem. 
As far back as 1955, i.e., before the Soviet Union 
launched the first artificial earth satellite, 
Galbraith wrote that “the most ardent debate 
will be over a much more cosmic issue, that it 
will be concerned with the ultimate shape and 
form of the economic and political society the 
community is to have. Will it be capitalist, 
socialist or communist ?”** 

The first question that arises in connection 
with this central problem of world history is 
about the methods of solving this issue—by war 
or by peaceful coexistence. To Galbraith’s credit 
it must be emphasised that already for a number 
of years he has been opposing war and advocat- 
ing peaceful coexistence of the two systems. 

Galbraith understands that since the U.S.A. 
has lost the monopoly on the atomic bomb the 
territory of the U.S.A. will no longer be secure 
against attack. Remaining an opponent of com- 
munism he resolutely rejects the settlement of 
the controversy between capitalism and com- 
munism by war. In his books he opposes the 


* John K. Galbraith, The Liberal Hour, London, 1960, 


a 26. 
Pee John K. Galbraith, Economics and the Art of Con- 


troversy, p. 34. 
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futile arms race and the use of medicines which 
may affect the physician himself. He writes: “For 
myself I have little faith in the safety or security 
which derives from a never-ending arms race— 
from a competition to elaborate ever more 
agonising weapons and to counter those of the 
enemy. If the possibility exists, the risks of 
negotiation and settlement, however great these 
may be, would still seem to provide a better 
prospect for survival than reliance on weapons 
which we can only hope are too terrible to use.”* 

In the book already mentioned above—The 
Liberal Hour—published in 1960 Galbraith 
devotes the first chapter to “strategy of peaceful 
competition”. In this chapter he emphasises the 
forced character of the transition to peaceful 
economic competition, because military competi- 
tion has become senseless and futile. “The 
alternative to military competition, it is usually 
assumed, must be economic competition. The 
first having become too disagreeable, we turn 
to the next most unappetising thing.”** By the 
unappelising thing for the U.S.A Galbraith 
implies economic competition of the two systems. 

In economic competition there is, in the first 
place, the problem of rates of development. Gal- 
braith admits that the Soviet Union’s develop- 
ment rates are higher than those of the U.S.A. 
At the same time he considers such a criterion 
of economic competition as production of goods 
per capita unacceptable for the U.S.A. because 
the U.S.A. does not, according to him, need to 
increase production of food, clothing, etc. Hence 
his conclusion that “economic growth means 


* John K. Galbraith, The Affluent Society, p. 353. 
** John K. Galbraith, The Liberal Hour, p. 20. 
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one thing to the Soviets and something very 
different to us.”* 

If the U.S.A. will strive lo expand production, 
as it is being done by the Soviet Union, the 
U.S.A., according to Galbraith, will only lose 
because in this competition it is faced with 
entirely different problems. Regardless of what 
he wrote in American Capitalism and in The 
Affluent Society Galbraith states: “Some will 
wish to suggest that there are many individuals 
and families with insufficient food, poor cloth- 
ing, bad housing, or who are subject to other 
kinds of privation. This is true. And to provide 
decently for these people would require more 
production. But first of all these people require 
the income or the education, health, skills and 
abilities which enable them to earn the income 
with which to buy that production,” ** 

Hence his “strategy of competition”. Whereas 
the Soviet Union sets itself the task of catching 
up with and outstripping the U.S.A. in the 
production of goods per capita, the U.S.A. must 
strive to keep up with the Soviet Union in educa- 
tion, health and science, in which it has fallen 
behind. Galbraith writes: “The objectives of the 
competition with the Soviets—the things which 
score on the board—are most vividly illuminated 
by the Sputniks and the lunar probes. To con- 
template these for a moment is to see the true 
nature of the competition.” *** Further he notes 
correctly that it is a question not of individual 
scientific achievements, but of the “quality” of 
society itself. He writes that “it is not a purely 

* John K. Galbraith, The Liberal Hour, p. 21. 

** Ibid., p. 23. 

*** Ibid., p. 26. 
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scientific contest. Anything which manifests the 
quality of the society is important in the com- 
petition as so defined. Any weakness is damag- 
ing. The society with the most points of vilalily 
and strength and the fewest of weakness will 
command the most respect and support. It will, 
one assumes, have the better chance of surviving. 
This, one further assumes, is the object of the 
race.”* 

Having defined the aims of the U.S.A. in the 
competition of the two systems Galbraith then 
raises the question of the role of the capitalist 
state in this competition. And, of course, his 
point of view is that a laissez-faire policy, i.e., 
a policy of non-intervention of the state, must 
not be allowed. He writes: “Above all, we must 
not assume that because the Soviets have a 
planned society and we, in general, do not, our 
rules preclude a planned response to Soviet 
initiatives. There is a dangerous tendency to 
imagine that faith in a free society means faith 
that it will accomplish everything that is needful 
without effort or direction. ... For, in fact, most 
of the things which effective competition re- 
quires will also require effective government 
leadership. There is no alternative.”** 

Thus tackling the central problem of our 
epoch Galbraith again argues the necessity not 
only for usual state intervention in economic 
life, but also for state leadership in the struggle 
of capitalism against communism in the form 
of competition. 

At the same time he believes that without 
eliminating a number of vices modern capital- 


* John K. Galbraith, The Liberal Hour, p. 27. 
** Ibid., p. 28 
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ism will not be able to hold out in the competi- 
tion with socialism. In his opinion a number of 
reforms are required to strengthen the capitalist 
system, which is possible only as a result of state 
intervention in the economy. 

Galbraith regards the struggle against crises 
and inflation or their moderation for the purpose 
of ensuring stability of incomes as the main aim 
of state intervention. “Since depressions remain 
a major threat to economic security this latter 
is a consideration of central importance.”* 

In addition to this general problem the state 
is faced, according to Galbraith, with a number 
of special tasks of establishing, as he puts it, 
“a social balance”. The most important in this 
respect are the question of labour in general and 
the problem of unemployment in particular. 
Galbraith writes: “A tolerable accommodation 
in the labour market is, without much doubt, 
the most important single requirement for 
tranquility in the modern community.” ** 

To the Marxist theory of class struggle he 
opposes the theory of “coexistence” of the mo- 
nopolies and trade unions. To this subject he 
devoted a special chapter—“A Question of 
Coexistence” —in his book Economics and the 
Art of Controversy. This question is given prom- 
inence also in his books American Capitalism, 
The Affluent Society and The Liberal Hour. 

Galbraith regards the trade unions as a “coun- 
tervailing power” with respect to the monopolies 
which strive to cut wages, and, contrariwise, 
the monopolies as a “countervailing power” 


* John K. Galbraith, The Affluent Society, p. 296. 
** John K. Galbraith, Economics and the Art of Con- 


troversy, p. 34. 
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and increases in vacation time require more 
workers for a given output.’* 

Galbraith regards a sliding unemployment re- 
lief scale as another means of achieving “social 
tranquility”; according to this scale, the unem- 
ployment relief during economic crises must ap- 
proximate the wage level. With the same end in 
view he proposes to reduce the taxes for the low- 
paid categories of industrial and office workers 
and to pay pensions to a wider range of work- 
ing people. 

A scanty system of social insurance was in- 
troduced in the U.S.A. in 1935. The apologists 
of American capitalism announced the coming 
of a new era in the history of man; the capitalist 
state was allegedly transformed into a “welfare 
state” the signs of which were unemployment 
relief, old age insurance, aid to children, who 
haye no means of subsistence, and to the blind 
and free elementary education. Under capitalism 
the system of social insurance and free element- 
ary education is very limited. The aforemen- 
tioned data on the distribution of the U.S. popu- 
lation according to annual incomes, the ruina- 
tion of the farmers and the increase in 
unemployment are the best refutation of the 
“welfare state”, 

_ According to Galbraith, the “ 
is a further development of the “welfare state”. 
But, as he himself discovers, in this society there 
1s no “social balance”. The “affluent society” 
cannot ensure adequate satisfaction of the social 
needs, i.e., there is a shortage of schools, hous- 
mg, research institutes, hospitals, roads, play- 
grounds and public parks, on the one hand, and 


affluent society” 


* John K. Galbraith, The Liberal Hour, p. 31. 
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there are slums, towns with insufficient ameni- 
ties, etc., on the other. Galbraith feels that it is 
impossible to solve these problems in a private- 
capitalist way. These vices must be eliminated 
and a “social balance” between the satisfaction 
of the commodity requirements and the aforesaid 
public needs must be established by the state. 

The theory of “social balance” is a version of 
the theory of “countervailing power”, in which 
the “countervailing power” is the state itself. 

The establishment of a “social balance” 
requires considerable state expenditures. As a 
source of financing the state measures, including 
increased unemployment relief and expansion 
of social insurance, Galbraith proposes an 
increase in taxation and, what is the most 
important, curtailment of the military expend- 
itures. 

Galbraith writes: “In the mid-fifties defence 
expenditures were rather more than half of all 
the expenditures of the federal government and 
rather more than the total expenditures of states 
and localities combined. Were this sum to be- 
come available in any considerable part for the 
civilian services of governments in the years 
ahead, social balance could be quickly restored.”* 

Galbraith holds that the enormous military 
expenditures weaken the positions of the U.S.A. 
in the competition with the Soviet Union. He 
classes them with such negative aspects of Amer- 
ican reality as neglect of the American towns, 
crime and unemployment. He opposes the war 
industry monopolies and their myrmidons who 
assert that a reduction in military expenditures 
will lead to economic catastrophe. Galbraith 


* John K. Galbraith, The Affluent Society, p. 312. 
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believes that construction of roads, schools, 
hospitals and housing and organisation of public 
services and amenities may quite make up for 
the expenditures on arms and ensure a high 
level of employment. He feels that such expend- 
itures will make it possible to establish the “so- 
cial balance” the absence of which he considers 
dangerous to modern capitalism in its competi- 
tion with communism. 

The sum and substance of Galbraith’s state- 
ments is that only reformed modern capitalism 
will be able to hold out in the competition with 
communism, 

The theory of reformed capitalism is given in 
The Affluent Society. Data showing how far ac- 
tual reality is from illusions were given above. 
This reality predetermines the outcome of the 
competition between communism and capitalism 
in favour of communism. 

Up to this point the problem of competition 
was examined with regard to the relations be- 
tween the imperialist and socialist states. How- 
ever, the break-up of the colonial system of im- 
perialism has extended the problem of competi- 
tion. Now it has to do not only with the ways 
of development of the highly developed capital- 
ist countries, but also of Asian, African and 
Latin American countries, To this urgent prob- 


lem Galbraith has devoted a special book which 
we shall now consider, 


6. PROBLEM OF DEVELOPING COUNTRIES 


The countries of Asia, Africa and Latin Amer- 
ica are inhabited by the absolute majority of 
mankind and so the problem of further develop- 
ment of the countries liberated from colonial op- 
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pression is one of the greatest problems of today. 
It is being solved under conditions of struggle 
of two social systems—capitalist and socialist— 
and it is a question which of the two ways of 
deyelopment—capilalist or non-capitalist— 
should be chosen. 

It is perfectly clear that the forces of im- 
perialism are trying to set these countries on the 
path of capitalist development, whereas the 
masses are struggling for a non-capitalist way. 

Particular attention to the problem of the 
developing countries is being devoted in the 
U.S.A. The reason for it is that the U.S.A. is the 
leader of the capitalist world and is striving for 
world supremacy. There are, additionally, also 
considerations of an “applied” character, name- 
ly, the liquidation of the colonial monopoly 
of the European powers offers an opportunity 
for intensive penetration of American capital 
into these countries. U.S. finance capital needs 
theoretical counsel on these problems. Hence the 
appearance of a number of books on the prob- 
lem of developing countries. These books in- 
clude the works of W. Rostow, A. Berle, etc.* 

Galbraith also wrote a special book on this 
subject, He examines this problem in close con- 
nection with his theory of state intervention in 
general and from the standpoint of competition 
of the two systems in particular. He writes: “The 
country entering currently on nationhood is 
faced, at least in principle, with the interesting 
problem of selecting an economic system. The 
choice, one from which the developing countries 


* W. Rostow, The Stages of Economic Growth, Cam- 
bridge, 1960; A. Berle, Latin America—Diplomacy and 
Reality, New York, 1962. 
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of the eighteenth and nineteenth centuries were 
conveniently exempt, is between the economic, 
political and constitutional arrangements gencr- 
ally associated with the Western democracies, 
on the one hand, and the policy and economic 
organisation which avows its debt to Marx and 
the Russian revolution, on the other.’* 

Unlike the militant apologists of imperialism, 
Galbraith is trying soberly to appraise the pos- 
sibilities and difficulties facing capitalism also in 
the developing countries. While defending capi- 
talism he voices a number of apprehensions con- 
cerning the outcome of the struggle. He writes: 
“Were the advantage all on our side, we would 
have no reason to worry. But we do worry.”** 

Galbraith is trying to find the reasons for this 
worry and the means of overcoming it. With this 
end in view he reveals the main differences with 
Marxism in evaluating the reasons for the back- 
wardness of the countries liberated from colonial 
oppression and the ways of overcoming this 
backwardness. He considers three differences to 
be decisive in this respect: first, in the diagnosis 
of the causes of poverty and the related remedy, 
second, in the way the development is organised, 
and, third, in the political and constitutional en- 
vironment of this development. Of course, the 
main question is that of the causes of poverty. 

Galbraith correctly writes that “in the Marxian 
view, poverty is caused principally by institu- 
tions which chain the country to its past—which 
hold it in colonial subjection, allow the exploita- 
tion and subjugation of the masses, deny the 


* John K. Galbraith, Economic Development, Boston, 
1964, p. 23. 
** Ibid., p. 24. 
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people the reward of their labour, make govern- 
ment not the efficient servant of the many but 
the corrupt hand-maiden of the few, and which, 
in the aggregate, make any important progress 
impossible”.* Now let us see how convincing 
Galbraith’s objections are on this score. 

He admits that in many parts of our planet 
colonial oppression is the most convincing ex- 
planation of poverty. But in this respect, too, he 
has some reservations. He writes that in Latin 
America colonialism is a matter of the distant 
past, but poverty persists. In other places— 
Australia, Canada and the United States—colo- 
nial rule did not exclude a considerable measure 
of contemporary prosperity. India, where British 
rule was the most comprehensive and lasted the 
longest time, is today measurably the most 
progressive part of Asia. 

In the given case Galbraith treats colonialism 
only as political subjection and not as an eco- 
nomic system of exploitation of the colonial peo- 
ples. The example of Latin America shows that 
political independence alone is not enough for 
liberation from colonial exploitation. It also re- 
quires economic independence and this is precis- 
ely what Latin America now lacks since all the 
key posilions in its economy are in the hands 
of American imperialism. Thus Latin America 
not only fails to disprove, but, on the contrary, 
confirms the Marxist interpretation of colonial- 
ism as a system not only of political, but also 
of economic subjugation of the peoples by 
foreign capital. 

The example of Australia, Canada and the 
United States is still less convincing. These 


* John K. Galbraith, Economic Development, pp. 25-26. 
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countries were inhabited by aborigines. The fate 
of these peoples after the conquest by the Euro- 
peans is well known. They were annihilated. The 
relative prosperity, of which Galbraith speaks, 
applied not to the aborigines, but to the Euro- 
pean colonists who, in large measure, were also 
colonialists. As for India, suffice it to compare 
the national income per capila, the percentage 
of the illiterate, the mortality, the machine- and 
power-to-worker ratio in industry and in agri- 
culture in India and England today, to get an 
idea of the “beneficial” influence of British rule 
in India. 

Nor does Galbraith deny the fact that poverty 
is a result of class exploitation. He writes that 
this is confirmed by statistics and everyday life. 
“It is difficult to understand,” he says, “why an 
Andean or Middle Eastern peasant should seek 
to enhance his income by irrigation, improved 
seed or acceptable livestock when he knows that 
anything in excess of subsistence will be appro- 
priated by the landlord, tax collector, money- 
lender or merchant.”* Thus Galbraith does not 
deny the Marxist proposition of the class causes 
of poverty of the peasants in the developing coun- 
tries. He adds, however, that in India and Pa- 
kistan there are millions of small landowning 
peasants who are very poor but whose poverty 
cannot readily be related to the enrichment of 
any landlord, money-lender, tax collector, or 
other oppressor. Here it is a question of the 
peasants owning small parcels of land. The 
peasant economy based on small holdings does 
not know of any reproduction on an expanded 
scale and is in large measure natural. It is sub- 


* John K. Galbraith, Economic Development, p. 17. 
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ject to frequent crop failure due to droughts or 
floods. It rests on primitive techniques and ex- 
cessive labour of the peasant family. Numerous 
studies have shown that with the very first crop 
failure the parcel owner finds himself in the 
bondage of a money-lender or landlord to whom 
he applies for seeds, draught animals, etc, Nor 
is this peasant free from the tax collector. Thus 
a closer analysis of the situation always reveals 
those who are “visibly” responsible for the pov- 
erty also of this section of the peasantry. 

Galbraith differs with Marxism on the causes 
of poverty of the peoples of the developing coun- 
tries mainly in that, in addition to the “Marxist” 
causes, he believes there are also other causes. 
Galbraith distinguishes the following causes: 1) 
the people are poor because they prefer it that 
way; 2) the country is naturally poor; 3) poverty 
is caused by insufficient capital; 4) overpopula- 
tion is the cause of poverty; 5) poverty is caused 
by incompetent economic policy, and, lastly, 6) 
poverty is caused by ignorance.’’* 

It is not difficult to see that in all these cases 
everything is turned upside down and the effects 
of poverty are set down as its causes. Here, Gal- 
braith himself is compelled to make a number 
of reservations. For example, speaking of the 
poverty of certain countries due to a lack of na- 
tural resources he notes that there are, never- 
theless, some countries, for instance, Switzer- 
land, which are rich despite their lack of natural 
resources. 

The question of the causes of poverty and 
want of the peoples of Asia, Africa and Latin 
America is very important. Galbraith is right 


* John K. Galbraith, Economic Development, pp. 15-19. 
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when he writes that “so long as we have no 
diagnosis of the poverty of a country, we can 
surely have no cure”.* He writes that, according 
to the Marxist theory, backwardness is associat- 
ed “with colonialism, feudalism and repressive 
capitalism, all of which could be eliminated 
by revolution”.** Galbraith is seeking other 
ways and therefore needs a multiplicity of 
causes of poverty, And this is just the way 
he puts it: “If we recognise a diversity of causes, 
we will take an eclectic view of remedies.’’*** 
But this eclecticism, like any eclecticism, is 
unfounded. 

Galbraith holds that for the countries liberated 
from colonial oppression the capitalist way of 
development has allegedly two advantages over 
the non-capitalist way, but he, nevertheless, 
admits that the Marxist solution also has its 
advantages. 

The advantage of the “Western” pattern is, 
according to Galbraith, that the “Western” 
world, the U.S.A. in the first place, is sufficiently 
rich and can extend greater “assistance” to the 
developing countries than the Soviet Union. Ac- 
cording to Galbraith, foreign economic aid “eases 
one of the most painful problems of develop- 
ment”—the problem of lack of capital required 
for economic development, Actually this aid pur- 
sues exactly opposite aims. Hans Morgenthau, 
an American professor who cannot be suspected 
of communism, calls this foreign “aid” by its 
real name—bribery. He describes foreign aid as 
“performing the function of a bribe to the ruling 


* John K. Galbraith, Economic Development, p. 20. 
** Ibid., p. 26. 
er Ihid., p. 20. 
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group, to strengthen the economic and political 
status quo”.* 

Foreign “aid” in the hands of the U.S.A., Brit- 
ain and the Common Market countries is an 
instrument of neo-colonialist policy. It does not 
in any way aim to promote the economic in- 
dependence of Asian, African and Latin Amer- 
ican countries, and the imperialist powers are 
therefore hindering construction of industrial 
enterprises whose production may replace cor- 
responding foreign imports and thereby consoli- 
date the economic independence of the develop- 
ing countries. The refusal of imperialist coun- 
tries to build the High Aswan Dam on the Nile 
and the refusal of the U.S.A. to build an iron 
and steel works in India may serve as examples. 
The sums received as foreign aid from imperial- 
ist powers are used mainly for construction of 
seaports, roads, airfields, etc., required for the 
penetration of foreign goods and foreign troops. 

Such “aid” in the form of subsidies or loans 
in the end finds itself in the hands of the ruling 
classes and leads to their enrichment and not to 
liquidation of the poverty and want of the pop- 
ular masses. It is characteristic that, by recom- 
mendation of a special commission under the 
chairmanship of General Clay, the U.S. Govern- 
ment passed a decision to administer “aid” not 
to state, but to private enterprises in the devel- 
oping countries, i.e., precisely to those exploiters 
whom Galbraith considers responsible for the 
poverty of the people. 

The “aid” of the imperialist powers is, in point 
of fact, also a means of aiding their own monop- 


* Hans Morgenthau, “A Political Theory of Forcign 
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olies. Subsidies and loans are granted on the 
condition that goods will be bought in the coun- 
try which has administered the “aid”. Conse- 
quently, the mechanism of the “aid” boils down 
to.granting state loans and subsidies for goods 
to be purchased from foreign monopolies at high 
monopoly prices. Ee Ae 

Thus, the first “advantage” of the capilalist 
way of development for the countries of Asia, 
Africa and Latin America proves very ephemer- 
al. It leads to enrichment of foreign monopolies 
and strengthening of the exploiter classes in the 
developing countries, but not to liquidation of 
the poverty of the peoples. 

The other “advantage” of the capitalist way 
of development consists allegedly in individual 
private landownership which, according to Gal- 
braith, the Asian, African and Latin American 
peasants prefer to collective forms of ownership 
or collective forms of farming. 

To realise this “advantage” the Asian, African 
and Latin American countries must allot land 
lo their hundreds of millions of peasants. The 
question that immediately arises is where and 
how this land is to be obtained, since in these 
countries the land is owned by big landlords. 
The Marxist-Leninist answer to this question is 
to transfer the land without redemption to those 
who actually work on it. Contrary to this Gal- 
braith writes: “Our emphasis is on capital, edu- 
cation, technical assistance and other instruments 
that promote change.”* 

The American recipes for solving the agrarian 
problem boil down to redeeming part of the land 
from the landlords and to granting credit to 
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peasants. Such a bourgeois reform means that 
the best land is usually kept by the landlords and 
the worst land is sold at such high prices which 
enslave the peasants. In addition to land it is 
necessary to have draught animals, machinery, 
farm buildings, etc. The indigent peasants of the 
developing countries are unable to redeem the 
land and repay the credits with interest. It 
stands to reason that the “advantages” of such 
a way hold out no attraction for the peasants. 
In the final analysis all these bourgeois reforms 
amount to creating an insignificant stratum of 
rich farms not instead of the landlords’ estates, 
but side by side with them. This way has nothing 
in common wilh liquidating the poverty and 
want of the bulk of the peasants. The feudal 
institutions remain and brutal exploitation is 
retained. 

Galbraith understands this. He writes: “Prog- 
ress requires the radical elimination of retard- 
ing institutions. If elimination can be had from 
no other source, the Marxian alternative will 
sooner or later be tried.”* 

Galbraith holds that the system of individual 
private landownership proposed by capitalism 
is an advantage of the capitalist way of develop- 
ment. But the results of the development of cap- 
italism in agriculture disprove this advantage. 
A vivid example of this is, in the first place, the 
U.S.A. itself. 

As was shown above, the capitalist way of de- 
velopment leads to the ruination of the bulk of 
the farmers and concentration of landownership 
in the hands of the capitalist upper stratum 
which has replaced the feudal landlords. Today 
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the largest centres of poverty in the U.S.A. are 
primarily in the farming areas. So much for the 
second “advantage” of the Western way of de- 
velopment. It is now clear why the United Arab 
Republic, Algeria and other countries have 
chosen producer co-operatives in farming. In 
many countries of Asia, Africa and Latin Amer- 
ica this way is historically more deeply rooted 
than individual private ownership. A communal 
system of land-tenure existed in these countries 
for many centuries and remnants of it can still 
be found in the East, The ideas of producer co- 
operatives are more attractive to the peasants 
there than the “advantages” of capitalist develop- 
ment. 

Whatever the ways of further development 
may be, the main issue of the present day is 
abolition of the feudal relations and of the dom- 
ination of foreign imperialism. This is the key 
to the settlement of all other issues. Without 
this no progressive development is possible. Gal- 
braith has little faith in the possibility of car- 
rying out capitalist reforms in these countries. 
He writes: “The Marxian promise can be deci- 
sive, That is because the things we offer are effec- 
tive and attractive only after the retarding insti- 
tutions are eliminated. In a country where land 
and other productive resources are held by and 
operated for the benefit of a slight minority, and 
where the apparatus of government serves prin- 
cipally to reinforce such privilege, aid is of no 
use. It will benefit not the many but the few. 
And the Western promise of independent pro- 
prietorship in agriculture is obviously nullified 
so long as land remains in the hands of the few. 
And personal liberty and constitutional govern- 
ment have little meaning in countries where gov- 
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ernment is of the privileged, by the corrupt, for 
the rich. 

“We have no alternative, in short, but to meet 
the Marxian promise to be rid of archaic and re- 
tarding institutions. I doubt that we can organ- 
ise revolution. But we can place our influence 
solidly on the side of reform and movements 
toward reform. We can close our ears to the 
pleas of vested interest.... We must give firm 
support to the small farmer.... We must not 
excuse dictatorship on grounds of anti-commu- 
nism or convenience or the absence of visible 
allernalives.”* 

This stand taken by Galbraith is the more in- 
teresting since it is a result of his first-hand 
knowledge of the situation gained when he was 
U.S. Ambassador to India. He advocates this 
programme not because he sympathises with 
communism, but, on the contrary, because he 
wants to consolidate the positions of capitalism 
in the developing countries. But programme is 
one thing and realily is another. 

Galbraith is one of the theoreticians of the De- 
mocratic Party now in power in the U.S.A. The 
practical foreign policy of the U.S.A. in Asia, 
Africa and Latin America is the exact opposite 
of the Galbraith’s aforementioned programme. 
This can best be illustrated by the situation in 
South Vietnam. Here all the reactionary military 
dictatorships were planted by American imperial- 
ism. The revolutionary peasants are fighting for 
land, abolition of feudalism, and against cor- 
ruplion and plunder of the people. American im- 
perialism is bringing down bombs, napalm and 
poison gases upon the heads of the revolutionary 
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peasants thereby defending the domination of 
outdated “institutions” and corrupt cliques. This 
is taking place not, as Galbraith writes, because 
of the “short-sightedness” of the U.S. Govern- 
ment, but because the interests of American im- 
perialism, the interests of the American monop- 
olies radically differ from the interests of the 
peoples of the developing countries. That is why 
Galbraith’s argumentation about the advantages 
of the “Western” way of development cannot 
be squared against actual reality. 

Galbraith rightly emphasises that the Asian, 
African and Latin American countries which 
have achieved political independence are at dif- 
ferent stages of economic and political develop- 
ment. Proceeding from this correct premise Gal- 
braith has constructed, however, an incorrect 
theory of the stages of further development of 
these countries. He writes: “At each stage along 
this continuum there is an appropriate policy 
for further advance. What is appropriate at one 
stage is wrong at another.”* 

In Galbraith’s opinion, different means of de- 
velopment must be used, according to the stage 
of development. He writes: “In the early stages 
it undoubtedly involves the building of organs 
of public administration and the provision of an 
educated minority, a nucleus of people who can 
build the system of public administration and, 
for that matter, everything else. Then comes the 
task of popular enlightenment.”** 

In his book Economic Development Galbraith 
devotes a special chapter to the question of pub- 
lic education and its role in economic develop- 
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ment. He writes about the priority of expend- 
itures on education and considers them more ur- 
gent than expenditures on construction of roads, 
airfields and dams. According to Galbraith, this 
is indispensable to the industrial development of 
the new states. Galbraith holds that such coun- 
tries as India and Pakistan are at a stage of de- 
velopment at which it is already possible to start 
industrial development. As an advocate of state 
intervention in economic life he favours the prin- 
ciple of state planning of economic development 
in India and Pakistan. But adhering to the theory 
of stages he believes that not all countries can 
develop according to state plans. He writes that 
“it is wrong to imagine that the kind of planning 
that is done by India or Pakistan is essential 
for nations in all stages of development. In ear- 
lier stages, it is neither necessary nor possible.”’* 

This theory of stages conceals a cardinal ques- 
tion: must all peoples liberated from colonial 
oppression necessarily go consecutively through 
all stages of social development—tribal, feudal 
and capitalist? 

The theory of stages to which Galbraith ad- 
heres answers this question in the affirmative. 
He does not say this point-blank, but it follows 
from his entire reasoning. 

The Marxist-Leninist theory denies that in our 
epoch it is inevitable to go through all the suc- 
cessive stages of social development. The Ka- 
zakhs, who before the Great October Socialist 
Revolution were nomads and were in the pri- 
mary stage of social development, came to so- 
cialism by-passing capitalism. The same thing 
applies to Uzbekistan where feudal relations 
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analogous to those in India and Pakistan 
prevailed before the Revolution. 

The historical experience of a number of na- 
tions has proved in practice the groundlessness 
of the theory of stages advocated by Galbraith. 
In our epoch the possibility of direct transition 
to the highest stages of social development is en- 
sured by the existence of a highly developed 
world socialist system, its real aid to other 
countries, the existence in most of the Asian, 
African and Latin American countries of a 
modern proletariat, etc. 

Let us assume that, as a result of victory over 
feudalism and foreign imperialism a country 
has embarked on the path of non-capitalist de- 
velopment. Will in this case development proceed 
in accordance with Galbraith’s scheme, by stages, 
namely, first education, then road and sea- 
port construction, then construction of industrial 
enterprises, etc.? Experience has shown that in 
this case too the stage theory of development is 
untenable. The problem of progressive develop- 
ment of the countries liberated from feudalism 
and foreign imperialism is a complex problem, 
its various parts—industrial development, liqui- 
dation of illiteracy, public education and training 
of qualified personnel—are tackled simultane- 
ously. The Soviet Union accordingly administers 
many-sided aid. For example, the Soviet Union 
not only helped India to build an iron and steel 
mill, but simultaneously also trained Indian 
workers at Soviet enterprises. Soviet aid is man- 
ifested in construction not only of industrial 
enterprises, but also of educational establish- 
ments, hospitals, etc. 

The theory of stages dooms the peoples of the 
Asian, African and Latin American countries to 
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economic backwardness and dependence on for- 
eign imperialism. This is too protracted and hard 
a course of development. Today the peoples of 
these countries will not agree to wait for the liq- 
uidation of poverty and want until they have 
gone through the stages of feudalism and capital- 
ism or the stage of “provision of an educated mi- 
nority”, then the stage of popular enlightenment 
and then industrial development, since the “pro- 
vision of an educated minority” conceals preserv- 
ation of the existing social relations even as 
universal elementary education and industrial 
development do not exclude capitalist relations. 

It is, of course, impossible in one decade to be 
transformed into a highly industrial country and 
to build all the requisite mines, factories, electric 
power stations, roads, etc. It stands to reason 
that there must be a certain gradualness and 
succession in the solution of all the complex 
problems. Here a number of new questions arise, 
in the first place the question of the sources of 
accumulation and financing the entire process of 
transforming the country. 

The countries which have embarked on the 
path of independent development are first of all 
faced with the fact of insufficient private capital- 
ist accumulation, which is the result of foreign 
exploitation. The enormous profits reaped by 
foreign monopolies usually went to the parent 
states. Under such circumstances the accumula- 
tion of national capital was negligible. Without 
going into the reasons for it Galbraith simply 
states that “saving and capital accumulation are 
exceedingly painful in a poor country where the 
pressure of current need is very great”.* Hence 


è 
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he believes foreign aid to be the main source of 
financing economic development. But, as expe- 
rience shows, foreign aid coming from imperial- 
ist countries becomes a form of neo-colonialism 
and instead of promoting hampers economic 
independence. 

In countries characterised by poverty of the 
popular masses and insufficiency of private cap- 
italist accumulation the state budget, nationali- 
sation of the process of accumulation, becomes 
the chief source of independent economic devel- 
opment. This means that the state mobilises 
part of individual incomes by progressive income 
taxation. Under such circumstances the state be- 
comes, as it were, the biggest capitalist in the 
country and spends on the country’s development 
the collected savings of the nation. It follows 
that the largest enterprises become state pro- 
perty. The process of accumulation is accelerated 
through nationalisation of the already built 
foreign enterprises. The nationalisation of the 
Suez Canal in the U.A.R. may serve as an exam- 
ple since, as a result of it, the state began to 
receive the profits which formerly flowed 
abroad. 

State ownership of the means of production 
becomes the principal means of development, of 
ensuring economic independence and overcom- 
ing backwardness. Foreign aid however, sub- 
stantial, plays, under the circumstances, but an 
auxiliary role. The advocates of the capitalist 
way of development, on the contrary, regard 
foreign aid as the main source of financing 
the economy. They oppose state ownership 
of the means of production and strive to make 
private ownership the basis of economic 
development. 
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In principle Galbraith does not oppose state 
ownership. Moreover, despite the recommenda- 
tions of General Clay’s commission not to help 
the state-owned sector of the economy in the 
developing countries, he defends state ownership 
and emphasises its important role in the eco- 
nomic development of capitalist Europe and the 
U.S.A. itself in the 19th century. He notes that 
today too in a number of branches of the econo- 
my—alomic power, electric power and scientific 
research—state ownership plays an important 
part even in the U.S.A. Defending state owner- 
ship against the attacks of the monopolies Gal- 
braith at the same time does not recommend it 
as the chief instrument of transforming the de- 
veloping countries. He suggests that they follow 
the example of the “West” and embark on the 
path of a “mixed economy”, i.e., combine private 
and state ownership. 

Galbraith attaches particular importance to 
state intervention in economic life. For countries 
which have achieved a certain stage of develop- 
ment he considers planning of the economy ab- 
solutely necessary. He writes that “planning” is 
“peculiarly necessary in the poor country”.* He 
believes that planning is also possible in capital- 
ist economy. He writes: “The theory of planning 
originated in close alliance with the theory of 
socialism—one of the reasons, more than inci- 
dentally, why the word ‘planning’ was so long 
regarded in non-socialist quarters with uneasi- 
ness.” According to Galbraith, until very recent- 
ly the “erroneous” view prevailed that “with 
public ownership there could be planning; 
without public ownership there could be no 


* John K. Galbraith, Economic Development, p. 68. 
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effective planning”.* By way of example he men- 
tions the economy of modern U.S.A. where “state 
planning”, as he says, is beginning to play an 
increasingly more important role despite the fact 
that the means of production are for the most 
part privately owned. This allegedly confirms the 
correctness of his following proposition: “We 
have public initiative in planning without public 
ownership. The two are no longer indissolubly 
allied,” ** 

Here Galbraith confuses entirely different cate- 
gories: socialist planning, the planning of state- 
monopoly capitalism and state planning in 
developing countries. 

To be sure, at the highest and last stage of 
capitalism private monopolies coalesce with the 
state, and monopoly capitalism develops into 
state-monopoly capitalism which is characterised 
by some elements of planning. This planning is 
based on the enormous centralisation of capital 
and concentration of production in the hands of 
private monopolies which own all the decisive 
branches of the industry. It is perfectly clear that 
such domination of private monopolies in all of 
the economy has nothing in common with the 
economy of the developing countries in which 
feudal relations in agriculture based on primitive 
techniques play the decisive role. 

The planning of state-monopoly capitalism 
fundamentally differs from socialist planning. 
This planning based on private ownership can- 
not overcome the anarchy of capitalist produc- 
tion, the crises and the class contradictions. 


* John K. Galbraith, Economic Development in Per- 
spective, Cambridge, 1962, pp. 32-33. 
** Ibid., p. 34. 
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The aim of state-monopoly regulation is 
“planned” extraction of profit which enriches the 
bourgeoisie. The aim of socialist planning is to 
raise the material and cultural standards of all 
of society, satisfy the individual and social needs 
of the whole nation. The profits of socialist en- 
terprises are used to expand production, build 
houses, educational establishments, hospitals and 
cultural institutions, to provide free general and 
special education and free medical service and 
to raise wages, in a word, to satisfy the require- 
ments of the whole nation. 

The planning of the economy of developing 
countries also differs from state-monopoly plan- 
ning. It will succeed if it rests on state and co- 
operative ownership. In this case planning may 
be the decisive means of overcoming backward- 
ness and of achieving economic independence. 
Under certain political conditions state ownership 
becomes the starting point of non-capitalist 
development. 

Galbraith makes a number of correct obser- 
vations concerning the character and direction 
of industrialisation of the developing countries. 
He criticises the ostentatious “modernisation” in 
the form of striking buildings and structures 
while the former social structure is retained. He 
writes that the industrialisation of developing 
countries must give major emphasis to “food, 
clothing, shelter, education, and medicines since 
these are the dominant items in the economy of 
the low-income family”. He calls this criterion 
of development the “popular consumption crite- 
rion”.* But the “Western” way of development 


* John K. Galbraith, Economic Development, pp. 10, 
11. 
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cannot, as has been shown, lead to the achieve- 
ment of this aim. This way ensures neither liqui- 
dation of feudalism, nor economic independence 
from foreign imperialism, nor the quickest over- 
coming of economic and cultural backwardness; 
and, what is the most important, this way does 
not ensure hquidation of the poverty of the pop- 
ular masses in the developing countries. Wheth- 
er Galbraith admits it or not, that is precisely 
why the demographic problem in the develop- 
ing countries so clearly comes to the fore in his 
work. 

He writes about the “internal threat from 
increasing population” and that “the only reme- 
dy is the control of population”. * Of course, if 
the rates of increase in the population exceed 
the rates of economic growth, the poverty en- 
gendered by the exploitation of the population 
by foreign capital, feudal lords and money-lend- 
ers increases. The increase in population is not a 
threat if the rates of economic growth exceed 
the rates of increase in the population. The 
“Western” way cannot ensure this in the 
developing countries. 

The problem of developing countries is the 
most contradictory part of Galbraith’s theory. On 
the one hand, he proposes a programme of 
reforms without which no progressive develop- 
ment of these countries is possible. On the other, 
he offers them the way of “stage” development 
and capitalism which consolidate their economic 
dependence on foreign imperialism and preclude 
the liquidation of poverty. 


6st 


* John K. Galbraith, Economic Development, pp. 99, 
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Galbraith emphasises his fidelity to capitalism 
in all his works and is very much afraid lest he 
may be considered a “Left”. In his foreword to 
his book American Capitalism. The Concept of 
Countervailing Power he writes that “to many 
the notion of the ‘Left’ connotes some align- 
ment, direct or vague, with communism and in 
any case there is an older tendency to associate 
it with political positions derived from 
Marx.’* 

For this reason Galbraith disowns the word 
“Left” and considers himself a liberal. Of course, 
Galbraith can in no way be called a “Left”. Suf- 
fice it to recall his attitude to monopolies, co- 
operation with which underlies his theory. But 
at the same time it would be wrong to consider 
him one of the reactionary champions of monop- 
oly capital. The latter criticise his theory of 
“social balance” and “countervailing power” in 
the relations between labour and capital. They 
are against state intervention, if it goes beyond 
state subsidies and tax rebates to the monopo- 
lies, state orders, state guarantees for capital 
export, etc. 

Describing himself as a liberal Galbraith also 
deemed it necessary to dissociate himself from 
the European neo-liberals who, like the Ameri- 
can reactionaries, oppose state intervention in 
the economy and state expenditures in the name 
of “social balance”. Thus, for example, Wilhelm 
Röpke, one of the pillars of modern European 
neo-liberalism, holds that Galbraith’s theory 
which calls for the state to play a more impor- 
tant role in redistributing the national income is 


* John K. Galbraith, American Capitalism. The Concept 
of Countervailing Power, p. IX. 
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of a “pathologic nature” and is a theory of 
“fiscal socialism”’.* 

Galbraith emphasises that, unlike the West 
European liberals, the American liberals are 
advocates of state intervention in the economy, 
which he regards only as a certain economic 
policy opposed to the policy of state non-inter- 
vention. This interpretation reveals the limita- 
tion and subjectivism of the American school 
of state intervention. 

Modern state intervention in economic life is 
not a casual result of the policy of any particu- 
lar group of the bourgeoisie, but an objective 
and law-governed phenomenon. Its origin was 
explained by Vladimir Lenin, the founder of the 
theory of state-monopoly capitalism. Concentra- 
tion of production and concentration of capital 
engender monopoly which inevitably coalesces 
and interlaces with the state, monopoly capital- 
ism thereby becoming state-monopoly capitalism. 
This is a law-governed process engendered by 
capitalism. The transformation of monopoly 
capitalism into state-monopoly capitalism is 
accelerated at times of war and economic crises. 

As time goes on, the differences within the 
bourgeoisie on the necessity of state interven- 
tion smooth out more and more; Galbraith 
acknowledges this fact when he writes that there 
are no more differences between the Democrats 
and Republicans on this point. True, the dif- 
ferent sections of the bourgeoisie believe that the 
state will intervene in their favour and not in 
favour of the other sections, Moreover, the petty 
bourgeoisie still harbours illusions that the state 


* Wilhelm Röpke, Die Nationalökonomie des “New 
Frontiers”, Ordo, Vierzehnten Band., 1963, S. 101-02. 
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will intervene in order to defend it against the 
domination and oppression of the monopolies. 
But these are only illusions. State intervention 
leads to an increase in the power and oppres- 
sion of the monopolies. At the same time the 
popular masses are increasingly rebuffing the 
reactionary endeavours of the monopolies. 

During the epoch of general crisis of capital- 
ism the instability of the capitalist system in- 
creases, the class struggle intensifies and the 
problem of replacing capitalism by socialism 
becomes more and more urgent. The main aim 
of state intervention today is therefore to pre- 
serve capitalism at all costs, to save it from 
destruction. 

Galbraith’s theory of state intervention is a 
bourgeois-liberal theory of state-monopoly capi- 
talism. It treats state intervention nol as an eco- 
nomic law at the highest and last stage of capi- 
talism, but as a “wise” government policy. 
Moreover, it evaluates the wisdom of this policy 
by the extent and character of the state inter- 
vention. 

Galbraith is capable of soberly appraising the 
correlation of forces between the camp of capi- 
talism and the camp of socialism. He is well 
aware of the danger of solving the “capitalism 
or socialism” problem by force of arms. He 
therefore advocates peaceful coexistence and 
competition of the two systems. 

Galbraith’s theory is interesting in that it 
shows that any liberal reforms within the capi- 
talist society today are a by-product not only of 
the class struggle within capitalist countries, but 
also of the class struggle on an international 
scale, assuming the form of a struggle of the 
two social systems—capitalism and socialism. It 
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is precisely as a result of this struggle and with 
the aim of consolidating the capitalist system 
that modern capitalist states are carrying out 
various social measures. Fear of revolution, the 
successes of the socialist countries and the work- 
ing-class movement are forcing the bourgeoisie 
to make partial concessions with regard to 
wages, working conditions and social security. 
But with these reforms capitalism is not chang- 
ing ils nalure and is becoming neither a “wel- 
fare state” nor an “affluent society”. These re- 
forms have certain limits. The first and foremost 
limit is preservation of the system of private 
ownership of the means of production and ex- 
ploitation of wage labour. That is why, however 
modern capitalism may disguise itself, it is still 
capitalism, Only socialism really brings society 


to general welfare, only communism is a truly 
affluent society. 


PART II 


MONOPOLISTIC CORPORATION 
AND DEVELOPMENT OF CAPITALISM: 
ADOLF BERLE’S CONCEPTION 


By A. Anikin 


One hundred years ago the predominant form 
of a capitalist enterprise was a firm owned by 
one capitalist or several partners. Fifty years 
ago the decisive role in the leading countries 
was already played by large joint-stock com- 
panies—corporations, which had not as yet 
seized all branches of the economy, at times had 
few shareholders and were not always stable. 
The economy of modern capitalism is domina- 
ted by large corporations which exercise mono- 
Polistic control over production and the markets. 
This change is one of the most important aspects 
of the development of capitalism in the 20th 
century. 

The predominance of a few dozen or a few 
hundred monopolistic corporations closely con- 
nected with the state causes changes not only 
in the economy, but also in the social structure 
of capitalist society. It is but natural that bour- 
geois economics strives to utilise these changes 
for the purpose of justifying capitalism and 
claiming that in the process of its evolution 
capitalism rids itself of its fundamental contra- 
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dictions, and the necessily for socialist transfor- 
mation of society is thereby obviated. 

The conception of the beneficent “transfor- 
mation” of capitalism in connection with the 
new role of the monopolistic corporation has 
been most completely and consistently elab- 
orated by Adolf A. Berle, an American economist. 
Like John K. Galbraith, Berle goes beyond the 
traditional academic science and in his works 
strives for a synthesis of political economy with 
sociology and politics; his works are publicistic 
and are intended for a comparatively wide range 
of readers. His vivid and lively style cannot be 
denied.*. 

Berle’s views have exerted a considerable in- 
fluence on a number of American and foreign 
sociologists and economists. They are also uti- 
lised by the ideology—which has now become 
in large measure official—of “people’s capital- 
ism”, “collective capitalism” and the welfare 
state. 

Berle’s ideas are being developed and popu- 
larised in the latterly published works of many 
authors. At the same time his books have en- 


i Adolf A. Berle was born in 1895; he began his social, 
political and literary activities at the end of the 1920s. In 
1932 Berle published in co-operation with Gardiner 
C. Means the book The Modern Corporation and Private 
Property which brought its authors wide fame. He has 
been a prominent figure in American political life and 
in socio-economic literature for 35 years. In the 1930s 
and 1940s he served in various government bodies; at 
one time he was Assistant Secretary of State and U.S. 
Ambassador to Brazil; he has become an expert on Latin 
American affairs. He has published three more books 0D 
social and economic problems: The 20th Century Cap- 
italist Revolution (1954), Power Without Property. A New 
Development in American Political Economy (1959), and 
The American Economic Republic (1963). 
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gendered a polemic literature which is of inter- 
est both from the point of view of exposing the 
defects in Berle’s conception and as other var- 
iants of the theory of the monopolistic corpo- 
ration in modern capitalism. 

In politics Berle takes an anti-Soviet and anti- 
communist stand. From book to book he keeps 
slipping more and more to the Right, to the 
point of the most unscrupulous lauding of 
American capitalism and vulgar anti-Soviet 
attacks. This is particularly characteristic of his 
last book The American Economic Republic. We 
do not here intend to engage in polemics with 
him in such a tone. We shall strive to examine 
the essence of his conception, especially the part 
concerning the role of the monopolistic corpo- 
ration in modern capitalism, and to give it a 
well-reasoned evaluation. To do this, it is neces- 
sary, first of all, to show what joint-stock capital 
was in the past and what it is today. 


1. JOINT-STOCK COMPANY (CORPORATION) 
IN THE PAST AND AT PRESENT 


A joint-stock company is a historically devel- 
oped form of a capitalist enterprise which makes 
it possible to associate the capital of many 
owners and to use it for large-scale production. 
This form of enterprise arises on the basis of 
ations. As it develops, the mass of in- 
dividual shareholders is increasingly transformed 
into loan capitalists who are completely divorced 
from the real functioning of capital in the 
process of production and retain only the right 
to the returns on the capital in the form of divi- 
dends. The historical tendency consists in reduc- 
ing the dividend to an interest on the loan, 
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which is usual under the given conditions. The 
transformation of the mass of small shareholders 
into creditors, who exert no influence on the 
affairs of the joint-stock company, and the 
reduction of their income to an interest on the 
loan means that a small group of the actual 
owners of the corporations utilises other people’s 
capital accumulated by issuing shares for the 
purpose of making profit and establishing 
control over increasingly larger masses of 
public capital. The role of joint-stock companies 
in the economy of capitalist countries has 
increased with the increased concentration of 
production. 

The spread of joint-stock companies was one 
of the preconditions for the formation of large 
monopolistic associations at the end of the 19th 
and the beginning of the 20th centuries. This 
form of enterprise also facilitates coalescence 
of industrial monopolies with banks since the 
main form taken by this coalescence is the issue 
and sale of the shares of industrial corporations 
and the mutual ownership of the shares. The 
form of management of joint-stock companies 
offers vast opportunities for the same persons 
to hold the managerial and other highest posts 
in the banking and industrial corporations. 

Thus the formation of finance capital and the 
emergence of a finance oligarchy presupposes as 
a necessary (although not the only) condition 
a predominance of capitalist joint-stock enter- 
prises. 

The classics of bourgeois political economy 
did not understand the historical function of the 
joint-stock company in the development of 
capitalism and did not foresee big prospects for 
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it. For them the central figure was the individual 
industrial capitalist who for the most part used 
his own savings as capital, which could accumu- 
late in the process of production. 

Thus Adam Smith supposed that under usual 
conditions (without special state-granted privi- 
leges) joint-stock companies can develop only 
in some branches of business where, as he wrote, 
“all the operations are capable of being reduced 

< to such a uniformity of method as admits 
of little or no variation”.* He regarded only 
banking, insurance and construction and exploi- 
tation of canals and water-supply systems as 
the branches where development of the joint- 
stock form was possible. 

At the time of Karl Marx joint-stock compa- 
nies were already well developed. The construc- 
tion of railways launched during the 1830s-40s 
served as a particular impetus to this develop- 
ment. But Marx’s fundamentally different views 
of the functions of the joint-stock company are 
due not only to this. Marx was the first to reveal 
the historical role and prospects of this form 
of enterprise. On the one hand, he emphasised, 
the joint-stock form which is a result of the 
development of the productive forces itself pro- 
motes their tremendous growth. “The world 
would still be without railways if it had to wait 
until accumulation had got a few individual 
capitals far enough to adequate for the construc- 
tion of a railway. Centralisation, on the contra- 
ry, accomplished this in the twinkling of an eye, 
by means of joint-stock companies.” ** 


* Adam Smith, An Inquiry into the Nature and 
Causes of the Wealth of Nations, L., 1904, Vol. II, p. 246. 
** Karl Marx, Capital, Vol. I, p. 628. 
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On the other hand, a joint-stock company 
creates a concentration of the means of produc- 
tion and labour power which is social in form, 
but retains private appropriation of the results 
of production. It aggravates the main contradic- 
tion of capitalism since the private character of 
appropriation becomes particularly clear and 
assumes the features of expropriation of the 
overwhelming majority of society in favour of 
few “knights of profit”. The joint-stock form of 
enterprise is an important element in the prepa- 
ration of the material conditions for transition 
to a new social system—socialism. Marx wrote 
that joint-stock companies are the result of the 
ultimate development of capitalist production, 
“a necessary ... transitional phase towards the 
reconversion of capital into the property of 
producers, although no longer as the private 
property of the individual producers, but rather 
as the property of associated producers, as 
outright social property”’.* 

Publishing volume III of Capital in 1894 Engels 
noted by that time that “new forms of industrial 
enterprise, which are the second and third 
degrees of the joint-stock company, have devel- 
oped”.** He implied the monopolistic unions 
which had already appeared at that time in the 
form of trusts and cartels that united the existing 
joint-stock companies, the latter retaining a 
certain independence. 

The concentration of production, the forma- 
tion of large monopolies and their coalescence 
with the banks and, lastly, their union with the 
bourgeois state are all concrete expressions of 
the process which, as Marx foresaw it, prepares 


* Karl Marx, Capital, Vol. III, p. 437. 
** Ibid. 
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the material prerequisites for the liquidation of 
capitalism in its own bosom. Of itself, however, 
this process not only fails to introduce any ele- 
ments of socialism, but, on the contrary, carries 
the characteristic features and contradictions of 
capitalism to the extreme. A growing antagon- 
ism between the interests of a small group of 
finance magnates, who control enormous 
masses of social capital, and the interests of all 
the rest of society is on hand. 

Berle and with him other bourgeois economists 
assert that the modern large corporation has 
been transformed into a “social institution”. A 
monopolistic corporation is a social institution, 
but only in a very definite sense. Large enter- 
prises use the labour of many thousands of in- 
dustrial and office workers and their products 
are directly or indirectly consumed by millions 
of people. These are no longer the old private 
enterprises where the owner and a dozen workers 
produced goods for a small local market. How- 
ever, production is still carried on for private 
gain, in the interests of a small group of the de 
facto owners. Thus production has become 
social, but the ownership of the means of produc- 
tion and, consequently, the appropriation of its 
results have remained private. This is the main 
contradiction of modern capitalism. The domina- 
lion of a handful of monopolistic corporations 
in the economy leads to the necessity of trans- 
forming capital, as Marx puts it, into direct social 
property. But this transformation is possible 
only as a result of a socialist revolution. 

Here is precisely where the dividing line runs 
between the Marxist views of the role played by 
the monopolistic corporation in modern capital- 
ism and the various bourgeois conceptions of 
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“transformation” of capitalism. These concep- 
tions regard the modern monopolistic corporation 
as a most important instrument of transforma- 
tion of capitalism, its change to some new social 
system allegedly devoid of the defects of “old” 
capitalism. 

These conceptions come down to the following 
propositions. The corporation has changed its 
nature, namely, from an instrument of private 
ownership and private appropriation of the 
fruits of social labour it has become transformed 
into an institution which is in the service of all 
of society. The state has presumably more than 
ever become a supra-class power which guaran- 
tees that the large corporations fulfil their social 
functions. Bourgeois democracy is the political 
power that ensures progress. In addition to the 
elective system of government it creates other 
social forces which also restrain the power of 
the monopolies and direct it into the “proper” 
channel. The trade unions usually top the list of 
these forces. Thus, according to bourgeois 
authors, the monopolistic corporation, while 
offering the advantages of large-scale production, 
at the same time becomes a socially beneficent 
force, This complex of conceptions (with differ- 
ent variants and complications) is character- 
istic of modern bourgeois political economy and 
sociology. Berle, too, has made his contribution 
to it. 

Berle and the other authors who describe this 
“transformation” base their conceptions on a 
number of new phenomena in the economic and 
social development of capitalism, interpreting 
them to the best advantage. They prefer to 
relinquish certain old dogmas and traditional 
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concepts and pose as realists in evaluating social 
phenomena. 

In particular these authors do not deny, nor 
try to underestimate the facts of concentration 
of economic power and predominance of large 
monopolistic corporations in the economy of 
the U.S.A. and other countries of developed 
capitalism. Moreover, it is precisely on this that 
they are building their conceptions when they 
assert that the large corporation has ceased to 
be a private capitalist institution. 

The indissoluble ties between the social phe- 
nomena of an economic and political character 
are more evident in our time than ever before. 
Any practical suggestions of the economists, if 
the latter want to keep their feet on the ground, 
must necessarily take into account political fact- 
ors (international situation, correlation of forces 
of the social and political groups within the 
country, etc.). Acknowledging these ties and 
utilising them in their conceptions the theoreti- 
cians of “transformation” claim that they are 
explaining modern capitalism more fully and 
many-sidedly than do the purely academic 
economic models. 

They take it for granted that the modern bour- 
geois state expresses the interests of all classes 
of society, although in reality it acts under the 
control and in the interests of monopoly capital. 
Taking the greatly increased economic role of 
the state into consideration these authors charge 
it with the most important functions of further 
“improving” capitalism. 

Certain changes in the system of managing 
large corporations have occurred in the course 
of development of monopoly capitalism. A solid 
and socially important stratum of corporate 
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bureaucracy, including the top-level employees— 
professional administrators—has formed. Their 
role has been growing increasingly more impor- 
tant also as a result of the coalescence of this 
stratum with the higher state and military 
bureaucracy. This objective fact has served as 
the basis for the conception of managerism, 
according to which the power of large corpora- 
tions is in the hands of disinterested managers 
who do not depend on the groups of the finance 
oligarchy. Berle is one of the prominent 
proponents of this conception. 

To substantiate his views, he also tries to 
utilise the changes in the structure and forms of 
social accumulation and in the financing of the 
large corporations which have developed since 
the end of World War II. During the last 15-20 
years the large corporations have been financed 
in greater measure than before by the internal 
accumulation of money capital and by the small 
savings accumulated by insurance companies 
and savings banks. A less important role is now 
played in the capital market by the issue of 
stocks and bonds. This, he claims, changes the 
very character of accumulation transforming the 
latter from private-capitalist to “quasi-public” 
accumulation (expression of John Strachey, 
British Labour theoretician). 

One of the consequences of the aforemen- 
tioned changes is a certain diminution in the 
role of the banks in financing large corporations, 
which particularly applies to investment bank. 
ing houses engaging in the issue of shares. Along 
certain other lines the influence of loan capital 
monopolists has in no way decreased. But as 
the role of public issue of securities has de- 
creased, the importance of the banks for finan- 
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cing large corporations has also diminished. How- 
ever, this fact is used by bourgeois economists 
to deny any and all dependence of the large 
corporations on banks and the existence of 
financial groups. 

Certain changes have also occurred in the 
operations of commercial banks. Whereas, say, 
in 1900 as much as 80 per cent of the bank 
financing in the U.S.A. (in the form of loans 
and purchase of securities by banks) fell on 
capitalist enterprises and only 10 per cent re- 
mained for the state and the population (“person- 
al sector”) each, in 1960 these shares were respec- 
tively about 35, 40. and 25 per cent.* The financ- 
ing of the state and the population (for the most 
part mortgages on real estate and commercial 
credit) has sharply increased owing to the 
relative decrease in the financing of industry. 
Moreover, the role of the deposits of the popula- 
tion in the bank resources has also increased. 
In the conceptions of “transformation” these 
facts are interpreted in two ways. First, their 
advocates declare a democratisation of the banks 
which are allegedly playing the role of mere 
“servants of society”. Secondly, they suggest that 
the modern banking system is most fitting for 
state regulation of credit, which is presumably 
equivalent to regulation of the market conditions 
and, consequently, to overcoming economic 
crises. 

Actually the meaning and results of these 
changes are entirely different. These changes 


* For the calculations see A. Anikin’s book Kredit- 
naya sistema sovremennogo kapitalizma. Issledovaniye 
na materialakh SShA (The Credit System of Modern 
Capitalism. A Study on U.S. Materials), Moscow, Nauka, 


1964, pp. 166-69. 
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mean that finance capital is seizing an ever 
growing portion of commercial credit. The 
increase in financing the state reflects primarily 
an inflationary increase in the national debt in 
connection with the growth of militarism. As 
for the possibilities of regulating banking credit 
and, especially, influencing the economy through 
credit, this question is still the subject of heated 
discussions among economists. The empirical 
data in this field are, to say the least, contradic- 
tory. 

During the last 10-15 years the number of 
shareholders of large corporations has consider- 
ably increased in all developed capitalist coun- 
tries, especially in the U.S.A. The role of 
investment companies, which serve as inter- 
mediaries between the mass of small sharehold- 
ers and the industrial giants, has become 
markedly enhanced. According to the estimates 
of the New York Stock Exchange, in 1962 the 
shareholders in the U.S.A. numbered about 17 
million. During the subsequent years this 
number continued to grow. It is possible that 
these figures somewhat exceed the actual number 
of shareholders since some persons own shares 
of several companies, or for other reasons, but 
the very fact that the number of shareholders 
has considerably increased cannot be doubted. 

On this basis the general public in the U.S.A. 
is presented with the idea of “democratisation 
of capital”, i.e., that the diffusion of formal 
shareholding presumably democratises the mana- 
gement of large corporations and enables any 
American to play a certain role in this manage- 
ment. This idea occupies a prominent place in 
the most primitive variants of the ideology of 
“people’s capitalism”. 
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The idea of “democratisation of capital” also 
has another connotation. It is sometimes 
advanced by economists and sociologists who 
criticise some aspects of the present situation. 
Socially their position may sometimes reflect the 
interests of the petty and middle bourgeoisie, 
comparatively broad sections of investors, etc. 
At times these authors very vividly describe the 
impotence of the mass of shareholders of the 
large corporations and the omnipotence of the 
oligarchic leadership. At the same time they 
assert that through appropriate state interven- 
tion and a struggle of the small shareholders for 
their rights true “shareholder democracy” may 
be achieved within the framework of monopoly 
capitalism. This illusion, although ignoring the 
objective laws of development of capitalism, is 
quite widespread. It is nurtured by the numerous 
laws of the 1930s which were aimed against some 
of the most flagrant methods of deception and 
plunder of the small shareholders. But the 
measures themselves were very limited, for they 
involved only a struggle in the interests of all 
the monopoly bourgeoisie against “speculative 
excesses” which benefited certain groups of this 
bourgeoisie, while damaging American monopoly 
capital as a whole. 

In bourgeois sociology and law the system of 
managing a joint-stock company is traditionally 
considered by analogy with the bourgeois- 
democratic state system: the shareholders are 
analogous to the electors, the board of directors 
is analogous to parliament, the executives are 
analogous to the government. In real life a bour- 
geois parliament and government do not in any 
way express the will of the overwhelming 
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majortiy of the electors despite the fact 
that each elector has one vote. What is there 
to be said about a joint-stock company where 
not persons but shares vote? One financial 
magnate or bank may have more votes than 
scores or even hundreds of thousands of small 
shareholders. 

Some bourgeois economists assert that the 
small shareholders may unite and defend their 
interests by utilising the system of voting by 
proxy and entrusting their votes to their repre- 
sentative. The 1930 laws on joint-stock com- 
panies adopted a number of legal norms which 
regulated the system of entrusting the proxy 
and were formally aimed at defending the 
interests of the small shareholders. But actually, 
as was to be expected, this system has been used 
by the ruling clique of monopoly capitalists in 
its own interests. Taking advantage of the passiv- 
ity and ignorance of the mass of small share- 
holders representatives of this clique, acting 
through the board, collect the proxies from the 
shareholders and vote on their behalf, thereby 
carrying into effect any decision that suits this 
clique. In all of the history of the stock compa- 
nies in the U.S.A. it is hard to find even a single 
case where the small shareholders, actually 
united, entrusted their votes to their true repre- 
sentatives and defeated the oligarchic ruling 
clique. The small shareholders are merely used 
by various groups of the oligarchy in their 
struggle for control of the corporation. In such 
cases the small shareholders are sent proxy 
blanks by both competing groups, pressure is 
brought to bear on them, they are given a 
psychological going-over and sometimes are 
bribed. But as soon as one of the groups wins 
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and seizes power it forgets the promises which 
il showered on the small shareholders. It may 
even legally exact from the seized corporation 
its expenses made in the struggle for control. 
Thus, for example, after seizing control of the 
New York Gentral Railroad Company in 1954, 
Young’s group received from it close to 1.3 
million dollars to defray its expenses.* 

And yet the hope is not infrequently expressed 
that the rights of the small shareholders may be 
restored by means of a state-regulated system 
of voting by proxy. Such hope, for example, is 
expressed in the book of two professors of law— 
Emerson and Latcham—under the characteristic 
title of Shareholder Democracy. As they put it, 
by “shareholder democracy” they imply “resto- 
ration of some measure of control to the stock- 
holder-owners of our modern corporations” .** 
However, the usefulness of this book is limited 
merely to a detailed examination of concrete 
cases of struggle for control of corporations with 
the aid of the proxy system. 

Evaluating in his review the suggestions of 
the authors for improving the proxy system 
Gower, a British lawyer, rightfully remarks: 
“But the extent to which this represents ‘stock- 
holder democracy’ can be exaggerated. Rarely 
is it a victory for the average small investor or 
the assumption of control by him and his fellows. 
Normally it is a battle between two rival finan- 
cial powers, neither chosen in any real sense by 
the average stockholder and both equally 


* Commercial and Financial Chronicle, April 13, 1961, 
p. 20. 

** Frank D. Emerson an 
holder Democracy: A Broa 
Cleveland, 1954, p. 8. 


d Franklin C. Latcham, Share- 
der Outlook for Corporations, 
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unconcerned with him except while the proxy 
battle rages. ... Democracy is admittedly a word 
meaning different things to different people, but 
should it include this?”* It is characteristic, 
Gower notes, that the authors are unable to 
adhere to the “old-fashioned” point of view of 
“shareholder democracy” and sneak in Berle’s 
views. 

Berle’s stand on this question differs both from 
the primitive variants of the conception of 
“people’s capitalism through shareholder democ- 
racy” and from the ungrounded illusions about 
increasing the real rights of the shareholders. 
To begin with, he holds that the diffusion of 
shares brings to nought the rights of all share- 
holders—large and small, owners of a hundred 
thousand or only a dozen shares—and enhances 
the role of hired managers. Secondly, in his 
opinion, this is not an evil, but rather a blessing, 
and all talk about restoring “shareholder 
democracy” is so much twaddle; the managers 
who enjoy absolute authority place the corpora- 
tions in the service of society, which cannot be 
expected from the shareholders. 

But, as we shall try to show below, this con- 
ception which affects “realism” also wrongly 
interprets the purport of the processes operating 
in the monopolistic corporation and the stock 
company. The modern corporation and credit 
systems enable the largest shareholders to accu- 
mulate under their control on an unprecedented 
scale the masses of capital of the petty and 
middle bourgeoisie and the savings—transformed 
into capital—of all sections of the population. 


* Harvard Law Review, March 1955, p. 924. 
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2. THE CRISIS 1930s: WHITHER 
CORPORATION 


Before World War I and, in some measure, in 
the 1920s American bourgeois economics devoted 
comparatively little attention to the economic 
and social problems of the monopolistic corpora- 
tion. Although free competition had long since 
receded into the past and most markets were 
characterised by domination of large monopolies, 
the reputable universily professors continued, 
following John Stuart Mill and Alfred Marshall, 
to proceed in their theories from a predominance 
of small capitalists and “perfect” competition. 
The interest in the problem of the monopolistic 
corporation was characteristic mainly of the 
institutionalist trend in economics. A good deal 
of attention was devoled to it by Thorstein 
Veblen, a representative of American institu- 
tionalism. 

An observant and caustic critic of the vices of 
capitalism Veblen died in poverty and solitude 
in 1929 when young liberally-minded Means and 
Berle were beginning their joint work. Their 
book shows palpable traces of Veblen’s influence. 
The critical attitude of the authors was also 
fostered by the deepening of the economic crisis. 
The book came out in 1932 when the American 
economy hit the very bottom of the “great 


depression”. 


Analysing the modern corporation Veblen 


essentially formulated the “concept of the sepa- 
ration of ownership and control in the modern 
corporation in a way that made Berle and Means’ 
later empirical proof relatively simple.”* It is 

* See Ben B. Seligman, Main Currents in Modern Eco- 
nomics. Economic Thought Since 1870, New York, 1963, 
p. 150. 
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quite probable that Veblen who knew Marx’s 
works very well (which, incidentally, cannot 
be said of Berle) used Marx’s well-known idea 
of separation of capital as a function (i.e., actual 
utilisation of capital in production) from capital 
as property (i.e., capital frozen in the form of 
securilies-titles to property). However, already 
Veblen drew entirely different conclusions from 
this thesis than did Marx, while Berle and Means 
began to use this idea for apologetic purposes. 
Following the traditions and method of Veb- 
len, Berle and Means, in their convincing analy- 
sis based on extensive factual material, clearly 
showed the various methods of expropriation 
of the small shareholders of a large corporation 
in favour of the controlling clique. For the first 
time in American literature they thoroughly 
described the concentration of capital in the 
U.S.A. and the economic power of few giant 
corporations (they examined 200 of the largest 
non-financial corporations). The authors showed 
the methods of domination of the controlling 
clique and the total impotence of the mass of 
small shareholders, the formal owners. At that 
time Berle and Means used sufficiently strong 
expressions: “The concentration of economic 
power separated from ownership has, in fact, 
created economic empires, and has delivered 
these empires into the hands of a new form of 
absolutism, relegating ‘owners’ to the position 
of those who supply the means whereby the 
new princes may exercise their power.”* 
Analysing the high rates of concentration in 
industry characteristic of the 1920s they even 


* Adolf A. Berle, Jr. and Gardiner C. Means, The 


Modern Corporation and Private Property, New York, 
1937, p. 124. 
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entertained the illusion of a rapid approach to 
complete liquidation of small and middle busi- 
ness in the U.S.A. They predicted that within 
20-30 years the giant corporations were essenti- 
ally to become the only form of capitalist enter- 
prise. 

This, as is well known, has not happened. 
Although the share of production, marketing 
and profits of the 200 or 500 largest American 
corporations is gradually increasing (Berle writes 
about this in his last book), the small and mid- 
dle firms have not disappeared at all. In many 
branches and in the country as a whole their 
number has even noticeably increased since the 
end of the war. 

Sometimes bourgeois economists dealing with 
problems of concentration and monopoly try to 
use this fact as an argument against Marxism. 
They ascribe to Marxism the proposition that 
concentration must always increase steadfastly 
and at growing rates. Actually, however, Marx- 
ism does not assert anything of the sort. Lenin 
showed the fallacy of the conceptions of pure 
imperialism (absolute monopoly without com- 
petition and without small-scale production) 
and ultra-imperialism. 

The increased concentration, i.e., development 
of powerful monopolies, does not preclude the 
existence of a non-monopolised sphere of small 
and middle enterprise. The gist of the matter is 
not merely in the share of production or capital 
controlled by the largest corporations, but in 
that the latter directly and indirectly subordi- 
nate the formally independent firms. The con- 
centration of production and capital engenders 
monopoly, but is not in itself equivalent to the 
latter. Concentration may usually be measured 
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stalistically; monopoly includes factors which it 
is often impossible to measure. In some indus- 
tries concentration reached a high level already 
in the beginning of the 20th century and since 
‘then the number of large companies dividing 
the market has somewhat increased (oil, alumin- 
ium and sugar-refining industries), but the 
monopolistic structure of these branches has 
only grown stronger. 

The statistical indices of concentration can- 
not take into account the increased dependence 
of the mass of small enterprises on the indus- 
trial giants. Herrymon Maurer, the author of 
one of the books which praises big business, 
writes with a note of wild enthusiasm: “No one 
has yet measured the actual economic weight 
of the large corporation in the U.S., and it may 
be that its weight is beyond measure.”* As a 
matter of fact, how can the power of General 
Motors be measured if it is known that in addi- 
tion to the 550,000 workers in its plants 400,000 
people work for it in small firms bringing its 
output to the consumers and 21,000 firms sup- 
ply it with various raw materials and semi- 
finished products? 

The analysis of concentration (including the 
aforementioned primitive aspects of its inter- 
pretation) and the descriptions of the financial 
manipulations of the “captains of industry” may 
be called elements of petty-bourgeois criticism 
of the monopolies. Such elements are character- 
istic of Berle and Means’ book, as they were 
characteristic of Veblen and a number of other 


* Herrymon Maurer, Great Enterprise. Growth and 
Behavior of the Big Corporation, New York, 1955, p. 6. 
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institutionalists.* During the Roosevelt “New 
Deal” period the criticism of monopolies often 
assumed even sharper forms. This found its 
expression particularly in The Structure of 
American Economy, a report prepared under the 
direction of Gardiner C. Means for the National 
Resources Committee in 1939. In this work, for 
example, Means took eight of the largest finan- 
cial groups of the U.S.A. and established with a 
certain degree of precision the corporations 
forming part of these groups.** To elucidate the 
connections between the corporations and the 
forms of control over them, Means and his as- 
sociates in large measure used the methods 
developed in the book Means had written 
together with Berle. 

However, in their book, as well as in the 
subsequent works and practical activities (espe- 
cially of Berle), there is one more aspect. The 
severe crisis required some “constructive” ideas 
substantiating the utilisation of the large corpo- 
rations and the possibilities inherent in them to 
overcome the difficulties of American capital- 
ism. It was necessary to seek new prospects for 
the “corporate system” since the ruling classes 
did not intend to give it up. Such were the ob- 
jective factors which called to life the theory of 
the “corporate revolution” suggested by Berle 


* This aspect of Berle and Means’ work is analysed in 
I. G. Blyumin’s book Ocherki sovremennoi burzhuaznoi 
politicheskoi ekonomii SShA_ (Outlines of Modern Bour- 
geois Political Economy in the U.S.A.), Moscow, Gospolit- 
izdat, 1956, pp. 200-01. 

** See The Structure of the American Economy, Part 1, 
“Basic Characteristics,” A Report Prepared by the Indus- 
trial Section under the Direction of Gardiner C. Means, 
June 1939, National Resources Committee, Washington, 


1940, p. 161. 
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and Means in their book. This theory is essen- 
tially a development and generalisation of the 
conception of managerism. 

Berle and Means declared that many large 
corporations (to be exact, their share was 58 per 
cent of the total assets of the 200 giants) are 
under the control of their own managers and 
not of any groups of large shareholders or 
banks. They held that in the future the tend- 
ency towards the concentration of power in the 
hands of the managers had to increase. 

How far this appraisal made by Berle and 
Means can be trusted is apparent from the fact 
that a detailed study of the control of 200 of 
the largest corporations conducted for the 
Temporary National Economic Committee at 
the end of the 1930s revealed centres of control 
of 140 corporations, which were outside these 
corporations. The authors also hesitated to as- 
sert that all the other 60 corporations were con- 
trolled by managers. In a number of cases the 
control was in the hands of banks.* 

Berle and Means regarded the owners as a 
single mass and did not distinguish the socially 
different strata, i.e., the big shareholders, who 
usually exert an influence on the management 
of the corporation, and the mass of small share- 
holders, who have absolutely no such possibil- 
ity. They opposed control to ownership, con- 
sidering that practically and, especially in pros- 
pect, managers exercised the control. 

Actually control cannot thus be opposed to 
ownership and managers cannot be opposed to 


* See The Distribution of Ownership in the 200 Largest 
Non-financial Corporations, TNEC, Monograph No. 29, 
Washington, 1940, pp. 103-04. 
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the shareholders. The role of managers con- 
sists primarily in that they are confidential 
agents, representatives of the finance oligarchy 
which holds in its hands both the legal owner- 
ship in the form of large blocks of shares and 
the actual control. 

According to their social status and, espe- 
cially, to the level of their income, the managers 
of large corporations may be very close to the 
circle of finance capitalists; not infrequently 
they enter this circle and reinforce it. But de- 
spite the enhancement of the role of hired man- 
agers and their approximation to the ruling 
clique of finance capitalists the social line be- 
tween them remains very real. It shows parti- 
cularly clearly in conflict between the big capi- 
talists who actually have the control in their 
hands and the management. The annals of 
business contain innumerable cases when the 
magnate-stockholders dismissed undesirable 
managers and replaced them by others. On the 
other hand, it is practically impossible to find 
an example of a successful struggle waged by 
managers against big businessmen resulting in 
exclusion of finance capitalists from control of 
the corporations.* 

Proceeding from the wrong conception of 
managers as controlling groups opposed to 
stockholder-owners, Berle and Means asserted 
that the actions of managers are increasingly 


* The problem of relations between the large stock- 
holder-owners and the hired managers in the U.S.A. was 
thoroughly studied in the work of the Soviet economist 
S. M. Menshikov Millionery i menedzhery. Sovremennaya 
struklura finansovoi oligarkhii SShA (Millionaires and 
Managers. Modern Structure of the U.S. Finance Oli- 
garchy), Moscow, 1965, Chapter III. 
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guided by the interests of the corporation as a 
definite social institution, where the race for 
profits plays allegedly secondary role. 

The omnipotence of managers has its danger- 
ous aspects, but, Berle and Means declared, 
there is a possibility of making them serve 
society. Then the advantages of effective man- 
agement of production by qualified managers 
will be preserved and at the same time no “cor- 
porate oligarchy” will develop. At that time 
Berle and Means wrote: “The control groups ... 
have placed the community in a position to 
demand that the modern corporation serve nol 
alone the owners or the control, but all society.” 
The control groups of managers will then alleg- 
edly develop into a “purely neutral technoc- 
racy” which will equally serve the interests of 
all social groups. It will distribute the incomes 

on the basis of public policy rather than private 
cupidity”’.* 

In this book Berle expressed his subsequently 
favourite idea that the leaders of large corpo- 
rations had “outgrown” the bounds of private 
property, for which reason the motives and 
principles of their activities essentially differ 
from the motives and principles of the former 
capitalists. Moreover, they allegedly closely 
resemble the leaders of the socialist industry in 
the Soviet Union. Berle asserts that “a corpo- 
rate board of directors and a communist commit- 
tee of commissars ... so nearly meet in a com- 
mon contention”.** Berle knew about Soviet 
commissars then and knows about them now 


* Adolf A. Berle, Jr. and Gardiner C. Means, The 
Modern Corporation and Private Property, p. 356. 
** Ibid., p. 278. 
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only by hearsay. As in many other cases he 
does not take the trouble of producing any 
proofs, essentially demanding that his fantasy 
be taken for granted. 

Berle and Means’ book is of a twofold 
character. On the one hand, it gave a certain 
economic (and juridical) analysis of the large 
corporation and convincingly showed the omni- 
potence of the handful of monopolies and peo- 
ple who control these monopolies. This consti- 
tuted a certain progressive significance of the 
book since it reflected the anti-monopolistic 
moods of the American intelligentsia, including 
those who worked in the apparatus of Roose- 
velt’s administration. At the same time it should 
be noted that Berle’s ideas (even after the sub- 
sequent decades of his evolution to the Right) 
are not acceptable to all groups of the US. 
ruling class. The thing is that Berle not only 
acknowledges the enormous monopolistic power 
of the large corporations and the lack of any 
control over it by the shareholders, but also 
builds his conception precisely on this, and such 
“frankness” does not suit everybody. 

On the other hand, this book clearly expresses 
a central apologetic thesis, namely, that the 
large monopolies are a progressive social force 
and that the corporations are being transformed 
into a social institution, while the managers are 


becoming agents of society. 


3. THE CORPORATION AS A SOCIAL 
INSTITUTION 


Bourgeois economists consider that their 
main task is to prove that modern monopoly 
capitalism is as much the best social system 
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today as capitalism of free compelition was to 
Adam Smith. They are forced to admit that the 
capitalist system is imperfect and that it expe- 
riences dangerous shocks. At the same time 
bourgeois ideologists assert that new forces and 
factors continuously emerge and make capital- 
ism acceptable. They are trying to picture the 
monopolistic structure of capitalist economy 
precisely as such a factor. They increasingly 
resort to the proposition that monopolies in- 
tensify the dynamic character of the capitalist 
economy and foster technical progress. 

Edward Chamberlin’s and J. M. Clark’s the- 
ories of monopolistic or “workable competition” 
enjoy considerable popularity; these theories in 
essence assert that oligopoly, i.e., predominance 
of a small number of firms (which are inevit- 
ably large), is the best economic system which 
combines the advantages of competition and the 
economic efficiency of large-scale production. 
Particularly fashionable is Galbraith’s theory 
of “countervailing power”, which is based en- 
tirely on the prerequisite of high concentration 
of production and capital and a monopolistic 
structure of the economy.* In 1959 these econ- 
omists were named by George W. Stocking, 
President of the American Economic Associa- 
tion, as the ones who had made the most im- 
portant contribution to bourgeois economics. 
Characteristic also is the title under which 
Stocking’s article was published, namely, “In- 
stitutional Factors in Economic Thinking”. This 
is a sort of new credo of institutionalism. Stock- 
ing said: “Just as the individual and individual- 


* See Part I of this book. 
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ism dominated eighteenth century society, so 
the organisation has come to dominate twen- 
tieth century society.... At the centre of this 
organisational revolution is the business corpo- 
ration”.* He declared the monopolistic corpo- 
ration and its role in the modern economy the 
most important object of study and set himself 
the task of proving that the monopolistic struc- 
ture of modern capitalism is capable of ensur- 
ing “public welfare”. 

According to Stocking, the theoretical elabo- 
ration of the problem of the monopolistic cor- 
poration still lags behind the needs of the time 
(i.e., the needs of big capital). But in American 
economic literature monopolies are being in- 
creasingly praised. The petty-bourgeois criti- 
cism of the monopolies in the 1930s was subse- 
quently followed by two decades of something 
like rehabilitation of big business. Extensive 
literature has appeared and has in different 
ways rehashed the following thesis: economic 
blessings are given by large-scale production; 
large-scale production is indissolubly connected 
with large corporations; the nature of the large 
corporation has changed to such an extent that 
it can ensure not only economic blessings, but 
also social progress and justice. The monopo- 
listic private corporation is declared an inalien- 
able positive feature of the “American way of 
life.’ For example, William T. Gossett, big 
businessman and author of the book Corporate 
Citizenship (1957) writes: “The modern stock 
corporation is a social and economic institution 
that touches every aspect of our lives; in many 
ways it is an institutionalised expression of our 


* The American Economic Review, March 1959, pp. 7-8. 
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way of life.... Indeed, it is not inaccurate to 
say that we live in a corporate society.* 

Such assertions are the usual thing in bour- 
geois economic literature. But the bulk of the 
ideas about the transformation of capitalism 
and about the role of the large corporations in 
it were set forth in several books published 
over a short period of time in the 1950s which 
have now become “classic”. 

David E. Lilienthal’s Big Business: A New 
Era and John K. Galbraith’s American Capital- 
ism. The Concept of Countervailing Power came 
out in 1952 and found a broad response. In 1954 
A. Berle published The 20th Century Capitalist 
Revolution. John Strachey’s Contemporary Cap- 
italism was published in England in 1956 and 
immediately won renown in the U.S.A. 

It is characteristic that these authors are not 
only university professors, but are also directly 
connected both with private business and the 
government. All these books were not written 
as scientific treatises comprehensible to a small 
circle of professionals, but were intended for a 
comparatively wide range of readers. In recent 
years the ideas set forth in these books have 
for the most part (except certain “extremes” ) 
been adopted by all of the official bourgeois 
economic science and have been exerting some 
influence on government policies. 

The common feature of these conceptions is 
in the first place an unconditional acknowledge- 
ment of the enormous concentration of capi- 
tal and the economic power based on it in the 


* The Corporation in Modern Society, ed. by 
E.S. Mason, Harvard University Press, Cambridge, Mass., 
1960, p. 27. 
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hands of a few large monopolistic corporations, 
which play a decisive role in the country’s 
economy and all of the country’s life. Another 
component of these conceptions is managerism, 
i.e., an assertion that in the so-called “public” 
corporations (corporations whose shares are 
dispersed among a large number of owners) all 
power is in the hands of directors and execu- 
tives who are independent of the shareholders. 
Since the corporations play a very important 
role, this small group of people possesses consid- 
erable economic and political power in society 
as a whole. However, and this is the third most 
important aspect of the theory of “transforma- 
tion”, the power of the managers is essentially 
limited and is beneficent as a result of the 
activities of the state and certain other social 
forces. 

Berle has gone farther than all the others in 
idealising the political and psychological factors 
which allegedly change the nature of the mono- 
polistic corporation and transform it into a 
“social institution”. To find an analogy with the 
character of the power possessed by the leader- 
ship of a large corporation, he turns to the 
Middle Ages. In England and Normandy during 
the epoch of feudalism, says Berle, there was 
“an appeal to the conscience of feudal power” 
which limited the absolute power of the feudal 
lord and prevailed over all written laws. Tradi- 
tionally the feudal lord considered himself 
bound by this law and upheld it. A giant cor- 
poration presumably acts in about the same 
manner in its relations with its workers and 
employees, consumers of its goods, suppliers, 
ete. For example, General Motors considers 
itself bound by “an appeal to the conscience” 
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in its relations with the scores of thousands of 
dealers who sell its products. It treats them 
“paternally”, safeguards them insofar as pos- 
sible against bankruptcy when the situation is 
unfavourable, etc. 

As early as the end of the 19th century the 
founders of institutionalism came out against 
the postulate of classical political economy that 
the motives of any economic actions of man 
may be reduced to a striving to exert a minimum 
of effort and receive a maximum of advantage. 
Veblen worked out a complex system of motiv- 
ation of economic activity. Basing themselves 
on these ideas, Berle and Means arrived at the 
conclusion in the 1930s that it is impossible to 
explain all actions of the leadership of a large 
corporation only by the motive of direct gain. 
As an important motive of the behaviour of 
such corporations and their leaders they sug- 
gested the power motive: the economic, social 
and political power to which the managers 
aspire is separated from property (since they 
usually possess a very insignificant part of the 
corporation’s shares) and from the profit which 
ceases to be an end in itself, 

But a question arises: is it necessary to in- 
terpret the category of profit in the narrow 
traditional sense in which it applied to the indi- 
vidual capitalist of the times of Smith and 
Ricardo? Is the profit motive, taken in its 
broad sense and considering the changes in the 
system of capitalist enterprise, really opposed 
to the “new” power motive presumably 
discovered by Berle? 

However, Berle does not stop at that either. 
He asserts that in modern capitalist society this 
power is becoming beneficent and humane. 
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According to Berle’s latest views, there are two 
main factors which limit and normalise the 
power of monopolies: “corporate conscience” 
and public consensus.* The latter controls the 
managers and makes them act “in accordance 
with conscience”. 

The public consensus is, of course, not im- 
material to the large corporation which strives 
insofar as possible to have the support of the 
press, maintain good relations with the author- 
ities of the slate and city where it operates, etc. 
But can it be asserted that this is the main 
motive of its activilies? The corporation needs 
public consensus insofar as it helps to increase 
the profits, successfully to compete with the 
rivals and to become further consolidated. 

In his works of the 1950s Berle developed 
and supplemented the old conception of man- 
agerism. As in the book written together with 
Means he tried to take full advantage of the 
incontestable fact that the small shareholders 
of the giant corporations are deprived of all 
rights of control over their activities. He repeat- 
ed the unfounded conclusion that all share- 
holders in general are deprived of such rights. 

Actually it is precisely the impotence of the 
mass of shareholders who only allow the cor- 
porations to use their money capital and small 
savings that is the sine qua non for the domi- 
nation of the groups of the finance oligarchy. 
This domination rests primarily on the posses- 
sion of the control blocks of shares and then 
on the control of the sources of financing the 


* Adolf A. Berle, Jr., Power Without Properly: A New 
Development in American Political Economy, New York, 
1959, pp. 90-91. 
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corporations. Of course, there are quite a few 
cases where large shareholders behave like mere 
investors who content themselves with receiving 
dividends and do not interfere in the actual 
management of the corporations. There are also 
corporations which depend little on financing 
through the market of loan capital. The former 
and the latter may even combine. Outwardly it 
then appears that the corporation is run by 
managers who have no other financial interests 
except their salaries and who are quile fit, ac- 
cording to Berle, to play the role of “disinter- 
ested servants of society”. 

Above we already dealt with the salaries of 
the big managers. But these salaries do not in 
any way exhaust the incomes of the big manag- 
ers directly connected with their activities in the 
given corporation. Granting additional bonuses 
in shares or the right to buy shares from the 
corporation at a lowered fixed price is being 
practised on an ever increasing scale. This form 
of payment is not subject to taxation; if a man- 
ager—shareholder—subsequently makes a 
profit from selling the shares the tax on this 
profit (capital gains tax) is much lower than the 
usual tax levied on large incomes. Big earnings 
are also regularly made in the form of dividends 
on the shares. 

There is a tendency to link as closely as pos- 
sible the salaries and different forms of addi- 
tional remuneration of the big managers with the 
profits of the corporations. They directly partic- 
ipate in the sharing of the profits. Their high 
position in the corporation offers them oppor- 
tunities for receiving various other forms of 
income—directorial posts in other corporations, 
stock-exchange operations, etc. 
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It is perfectly clear that these “earnings”, 
which are equivalent to incomes on a capital of 
millions (sometimes scores of millions) of dol- 
lars, can only in a very small part be regarded 
as wages even for the most highly qualified 
work, since the wage of a worker, a foreman or 
an engineer is a very great deal less than that. 
Economically this is a form of appropriation of 
profit. Thus the material interests of the man- 
agers are closely connected with the profits of 
the corporations. It is hardly likely that they 
will act in the name of some “social interests” 
without trying to make a maximum of profit 
for the corporation and earn the highest 
incomes for themselves. Of course, the admi- 
nistration of a modern corporation tries, inso- 
far as capitalist economic anarchy permits, to 
plan production, capital investments and prof- 
its for years ahead. In doing so it may in some 
cases for a short time forego direct profits, but 
only in order to ensure a maximum of profits 
in the long run. 

Thus, even if we acknowledge that in some 
cases managers of this type control the corpo- 
rations, there is no reason to consider that this 
changes the fundamental economic and social 
nature of capitalism. 

But usually the people who actually manage 
corporations directly or indirectly represent 
some rather remote centres of control. These 
centres of control are groups of large sharehold- 
ers, banks and other giant corporations. Data 
on this matter obtained as a result of one of the 
most exhaustive pre-war studies have already 
been given above. There is not the slightest 
reason to think that any fundamental changes 
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have occurred in this sphere in the last 20-25 
years. 

Numerous examples show that the boards of 
directors of large corporations are, as a rule, 
composed of persons who themselves are either 
members of the ruling financial groups or 
represent them as their agents. This does not 
mean that the corporations do not have any 
leaders who are administrative, engineering or 
accounting specialists. But they do not deter- 
mine the monopolistic corporation’s policies, 
and if they do, it is only by proxy which may 
be annulled. 

The general rule is not in any way refuted 
by the existence of some corporations where the 
managers are “detached” from external con- 
nections. But for Berle it is not enough that they 
should be “detached” in this sense; they must 
also be profoundly conscious of their “social 
responsibility” and must act in accordance 
with it. 

Managers of large corporations are, of course, 
closely connected with the government, and 
many important questions are settled only after 
consultation with its appropriate agencies. In 
their activilies monopolies invariably rely on 
the support of the state. In the final analysis it 
is precisely the state that is responsible to the 
monopolists as the top social stratum of modern 
bourgeois society, but each individual manager 
now more than ever feels his “responsibility” 
to the state. Berle identifies society with an im- 
perialist state and depicts the latter as a supra- 
class power which safeguards the interests of 
society as a whole. This line of apology is also 
characteristic of many other authors. 

As in many other things Berle is not original 
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in the “theory of social responsibility of the 
managers”, although he does not like to refer 
to his predecessors, In 1915 the German econom- 
ist Schulze-Gaewernitz wrote the words to which 
Berle could fully subscribe and add that what 
Schulze-Gaewernitz had only dreamt about has 
become reality in present-day America. Speak- 
ing of the important role which several bankers 
played in imperial Germany Schultze-Gaewer- 
nitz observed: “If this is so, however, the interest 
of our national being requires the formation of 
a new spiritual type of banking lord in whom 
the abstract striving for profit is impregnated 
with national-political and thereby national- 
economic considerations. . . .”’* 

Has Berle gone very far from this when he 
writes, for example, about the leaders of the 
industrial corporations: “These men are de- 
tached from the conventional workings of the 
profit system; they become ... professional ad- 
ministrators distributing the fruits of the Ame- 
rican industrial system, directing its present 
activities, and selecting the path of its future 
growth.”** In this case it makes no difference 
that Schultze-Gaewernitz spoke about bankers 
and Berle about industrialists. 

To many bourgeois sociologists and econom- 
ists Berle’s doctrine appears too vulnerable and 
unreliable. Even convinced institutionalists feel 
that such “institutions” as the public consensus 
and corporate conscience form somewhat un- 
stable ground for explaining the anatomy and 
physiology of modern capitalism. 


* G. Schultze-Gaewernitz, Grundriss der Sozialékon- 
omik, Buch III, Tiibingen, 1914, S. 146. 
** ‘Adolf A. Berle, Jr., Power without Property, p. 18. 
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In setting forth Berle’s conception Ben B. 
Seligman, author of a fundamental work on the 
history of economic thought in the last 100 
years, ends with frank irony: “The influence of 
Adolf Berle was clearly discernible when Means 
asserted that corporations were accepting a new 
kind of social responsibility.* The former had 
argued ... that corporations had developed a 
quasi-political status which impelled them to 
act in the public interest, particularly since 
public opinion and the threat of state interven- 
tion were such potent controls.... But the as- 
sertion that all is well because the corporation 
now seems to be acquiring a soul hardly faced 
up to the basic problems.”** 

Interesting from the point of view of the 
attitudes of American scientists to Berle’s ideas 
is also the book The Corporation in the Modern 
Sociely edited by E. S. Mason and published in 
1960 by Harvard University. The foreword to 
the book was written by Berle who in condensed 
form again set forth the essence of his concep- 
tion. This conception left its imprint on the 
whole of the book. But, while starting from 
Berle’s views, some of the authors of this book 
enter into polemics with him rather than devel- 
op his ideas. Eugene W. Rostow writes: “Cor- 
porations have ‘souls’ and ‘consciences’, we are 
told. They no longer take a ‘narrow’, ‘selfish’ 
view of policy, but what passes for a more states- 
manlike attitude towards their problems.... 


* This refers to the works of Means published in recent 
years, especially his article “Collective Capitalism and 
Economic Theory” in the Science magazine, August 16, 
1957. A 

** Ben B. Seligman, op. cit., p. 246. 
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It is difficult to give any palpable meaning 
to these ideas.”* Carl Kaysen also observes: “It 
is not sufficient for the business leaders to an- 
nounce that they are thinking hard and wres- 
tling earnestly with their wide responsibilities, 
if, in fact, the power of unreviewed and un- 
checked decision remains with them, and they 
remain a small self-selecting group.”** 

This series of quotations throws a bright light 
on the place Berle occupies in science. The 
undercurrent of such statements is that maybe 
Berle is all right for propaganda, but as a scien- 
tific conception it is difficult to take his views 
seriously. 

Berle skilfully talked his way out of this and 
the other criticism by stating in the foreword 
that these polemic aspects were “merely inci- 
dental shoptalk between men working in 
the same field. More significant is the fact 
that these non-statist collectivisms ... are now 
being studied as they are, and for what they 
are’’.*** 

As a matter of fact, the authors of the book 
and Berle see eye to eye in the main thing; 
capitalism, as they believe, is being transformed, 
is getting better, and in this the most important 
part is played by the monopolistic corporation. 
Another point of view cannot even be con- 
ceived in so respectable a circle. But the more 
important are therefore the differences be- 
cause they show that not all is well with the 


main thesis. 
We shall now examine in greater detail some 


* The Corporation in the Modern Society, p. 60. 
** Ibid., p. 104. 
*** Ibid., p. XIV. 
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of the most important aspects of Berle’s con- 
ception and the social and economic problems 
connected with it. 


4. CONCENTRATION OF SHARES 
IN FINANCIAL INSTITUTIONS 


The conception of managerism and the doc- 
trine of social functions of the corporation pro- 
ceed from the tendency toward an increasingly 
wider dispersion of the shares of large corpora- 
tions. Berle and his adherents assert that the 
control by individual rich families and narrow 
groups on the basis of owning most or, gener- 
ally, a large block of shares is losing ils im- 
portance. Above it was already slated that on 
the whole the facts do not confirm this thesis. 
The separate cases where the heirs lost control 
over the corporation founded by their ancestors 
cannot prove anything. 

About 10-15 years ago the attention of econ- 
omists began to be attracted to the fact that, 
despite the increase in the number of individual 
shareholders after the war, the shares of indus- 
trial corporations, especially the large monopo- 
lies, increasingly concentrated in the hands of 
credit and financial institutions. These are, in 
the first place, departments of commercial banks 
managing by trust the capital of individual 
rich investors, as well as of various social, 
charity and other organisations. This capital 
amounts to a tremendous total—at least 100,000 
million dollars. However, it played an import- 
ant role already in the 1920s. Particularly char- 
acteristic of the 1950s is the rapid growth of 
private pension funds, investment and insur- 
ance companies, and an increase in the invest- 
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ments of the resources of these institutions in 
the shares of industrial corporations.* 
According to Raymond W. Goldsmith's esti- 
mate, the share of the financial institutions in 
the domestic corporate stocks increased from 
12 per cent in 1929 to 21 per cent in 1952.* 
Already this was a considerable change. But 
then this process gathered speed. According to 
the Senate Commission, 27,000 million dollars’ 
worth of shares were issued in 1953-60. Of these 
about 18,000 million dollars’ worth were ac- 
quired by financial institutions, not counting the 


* Pension funds are a special type of financial institu- 
tion which have developed mainly since the end of World 
War II. The law exempts the funds deposited by corpora- 
tions in pension funds from the income tax, which is one 
of the important factors that have contributed to their 
rapid growth. Part of the deposits are made by the workers 
themselves out of their wages. Out of the funds thus 
formed pensions are paid to qualified workers who have 
linked their life with the given corporation. The reserve 
funds accumulated in these institutions are used as loan 
capital. Large banks which usually manage the pension 
funds by assignment of the corporations that create them 
invest this capital in securities, including shares of various 
companies. The investment companies (trusts) sell their 
shares to the population, in a large measure to the petty 
bourgeoisie and small shareholders in general, and the 
capital thus collected they invest in shares of industrial 
corporations. As a rule, they are under the control of some 
financial group which uses their operations for their own 
enrichment. 

The insurance companies collect as payments on insur- 
ance policies vast sums and invest the reserves formed by 
them in stocks and bonds of corporations, in mortgage 
loans, etc. In the U.S.A. about half of all the life insurance 
operations and the assets of the insurance companies are 
in the hands of five giant corporations. 

** Raymond W. Goldsmith, Financial Intermediaries in 
the American Economy Since 1900, Princeton, 1958, Table 
93. 
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bank departments for managing capital. Pen- 
sion funds came first (8,300 million dollars or 
31 per cent) and investment companies were 
second (5,700 million dollars, or 21 per cent)*. 
The individual American investor of whom the 
ideologists of “people’s capitalism” speak so 
much, has apparently acquired no more than 
15-20 per cent of these shares, a considerable 
part of this sum finding its way into the hands 
of big capitalists. Only a small part of the total 
number of issued shares was acquired by the 
small shareholders. Since annual issues add but 
a small part to the mass of formerly issued 
shares, the redistribution of the shares in favour 
of financial institutions takes place rather slow- 
ly. It may be assumed, however, that this share 
already amounts to about one-third. Berle holds 
that in the nearest future the share of the pen- 
sion funds alone in the ownership of stocks 
will reach 10 per cent. It is also important that 
financial institutions concentrate stocks mainly 
of the large, established corporations. 

The tendency towards concentration of shares 
in the hands of financial institutions is evident, 
but what are its social and economic meaning 
and import? 

Berle, who cannot be denied a keen sense of 
the present, grasped at this tendency and in- 
terpreted it in the spirit of his conception. He 
suggests that the following stages in the devel- 
opment of American “corporate capitalism” 
should be distinguished from the point of view 
of development of property and control over the 


* Paul P. Harbrecht, Pension Funds and Economic 
Power, New York, 1959, p. 230; Business Week, May 13, 
1961. 
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corporations: 1) a period typical for the unity 
of property (in the form of a majority of 
shares) and control exercised by a narrow group 
of large shareholders. This period essentially 
ended in 1914 (“age of plutocracy”); 2) a period 
of gradual transition of the control from the 
big owners to managers (1914-28); 3) a period 
of predominant control by managers and reduc- 
tion of all shareholders to a position of impo- 
tent profit receivers (from the end of the 1920s 
to our days); 4) a period of concentration of 
shares in the hands of financial institutions 
which are acquiring potential chances of con- 
trol, this period beginning in our days.* 

This periodisation is wrong. To say nothing 
about managerism, the question dealt with 
above, the situation is also in other respects not 
as it is pictured by Berle. There is nothing new 
in influence of financial institutions on indus- 
trial corporations. In the beginning of the cen- 
tury, in addition to big shareholders-industrial- 
ists, a very important role in the control of 
industrial corporations was played by bankers. 
Subsequently there were only certain changes 
in the correlation and forms of connections 
between the industrial monopolies and mono- 
polistic loan capital. In particular, powerful in- 
surance companies grew up side by side with 
the banks. The forms of connections between 
the banks and industry have changed: in addi- 
tion to the control over the issues of securities, 
and partly instead of it, an important role 
began to be played by the management of the 
capital of rich people and of pension funds. 

But Berle pictures these changes in the 


* Adolf A. Berle, Jr., Power without Property, pp. 72-76. 


167 


structure of monopoly capital as something 
entirely new. About the “financial managers”, 
i.e., pension trustees, mutual fund managers and 
insurance company managements, he writes: 
“These emerging groups are themselyes self- 
perpetuating. Though allied to corporate man- 
agements, they are on the margin of that world. 
closer to the world of bankers than to the world 
of production and sales executives, ”™* “Industrial 
managerism” is supplemented by “financial 
managerism”, and this is represented as a new 
phase in the development of American capital- 
ism. 

But from the emergence of new forms of 
connections between industrial and financial 
monopolies Berle draws even more far-reaching 
conclusions. He asserts that these processes 
together with the change in the very nature of 
the monopolistic corporation signify practical 
liquidation of private capitalist property within 
the framework of capitalism and its replace- 
ment by “quasi-public” property managed “by 
proxy” by managers of industrial corporations 
and financial institutions. The latter are as yet 
essentially a potential power, but, as Berle 
observes, “not often in history does the holder 
of potential power decline to use it”.** 

In 1954 Berle stated that the following was 
taking place under conditions of developed 
capitalism in the 20th century: “The capital is 
there; and so is capitalism. The waning factor 
is the capitalist. ... In his place stand the boards 
of directors of corporations. chiefly large ones, 


* Adolf A Berle, Jr., Power without Property, p. 59. 


** Adolf A. Berle, Jr., The 20th Century Capitalist Revo- 
lution, New York, 1954, p. 45. 
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who retain profits and risk them in expansion 
of the business. ...”* Now he adds that the 
concentration of stocks in the hands of financial 
institutions still more intensifies the process of 
“waning of the capitalist”. In individual share- 
holders it is still possible in some measure to 
see capitalist owners, although deprived of all 
property rights, except the right to dividends 
which, however, are determined at the discre- 
tion of the directors. But when the shares are 
owned by an insurance company or a pension 
fund there are no property owners at all. To be 
sure, if some pension fund owns General Motors 
shares, it cannot be assumed that the workers 
for whom this fund was legally formed are 
through these shares owners of General Motors. 
Who then owns such a corporation? Nobody or 
all of society. At any rate, Berle emphasises, 
such is the tendency. 

Paul P. Harbrecht, American Jesuit and 
Berle’s pupil and follower, who wrote a big 
book on pension funds, is also trying to make 
a number of sociological generalisations. He 
declares that a society is developing in America, 
which is no longer capitalist since it is being 
built not on private property relations, but on 
“power relations,’ while power is determined 
by man’s position in society, his services to 
society. To characterise this “super-capitalism”, 
Harbrecht uses the expression “paraproprietal 
society” .** 

The financial institutions, which gradually 
concentrate the shares of industrial corporations 


* Ibid., p. 39. 
** Paul P. Harbrecht, Pension Funds and Economic 
Power, New York, 1959, Ch. 10. 
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and thereby their property, are pictured by 
the author as entirely impersonal, purely social 
organisations. If the managers of large indus- 
trial corporations may be considered agents of 
all of society, then what is there to say about 
the boards of directors of insurance companies, 
pension and charity funds? These are entirely 
“public servants” with no class or group 
interests. 

Thus from seemingly technical details of the 
financial sphere Berle and Berleans draw con- 
clusions that refer to the problem of ownership 
of the means of production. They declare pri- 
vate capitalist ownership to have been abolished. 
They assert that the decisive form of property 
under modern developed capitalism is new col- 
lective property, which therefore obviates the 
question of the fundamental opposition between 
capitalism and socialism and the question of 
the socialist revolution. The “American Eco- 
nomic Republic” now proclaimed by Berle, near- 
ly 200 years after proclamation of the political 
republic by Jefferson and Washington, is the 
new social system which negates capitalism and 
socialism and communism. 

We shall now examine the problem of prop- 
erty in its development and real content, free- 
ing it from Berle’s florid phraseology. 


5. EVOLUTION OF PRIVATE PROPERTY 


During the early stages in the development 
of capitalism the property earned by the per- 
sonal labour of the small producer—artisan, 
peasant, merchant—is transformed into its op- 
posite, i.e., property which becomes an instru- 
ment of exploitation of other people’s labour 
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and of appropriation of surplus value. In order 
that the property of some people should under- 
go this evolution it is necessary that the other 
people, and the majority at that, should be 
deprived of all ownership of the means of pro- 
duction. At the time of Adam Smith the char- 
acteristic form of private property was individ- 
ual capitalist ownership of enterprises. In a 
joint-stock company ownership undergoes evi- 
dent changes. The capital of the capitalist who 
transforms his enterprise into a joint-stock 
company becomes a mere nucleus about which 
other people’s capital accumulates (through 
subscription to shares and credit). This capital 
is social in the sense that the capitalist now 
turns to the whole of society as a source of 
capital. 

In a joint-stock company private property 
acquires a twofold nature. Capital as property 
is personified in the investor who, as a rule, 
strives to distribute the risk and holds but a 
small part of the shares of the given corpora- 
tion. Capital as a function is personified in 
the capitalist who is a large shareholder and 
who runs the enterprise either personally or 
through hired managers. 

As the concentration increases and modern 
monopolistic corporations are formed this divi- 
sion becomes more distinct. The private prop- 
erty of a small shareholder becomes increasingly 
more formal and is transformed into a mere 
right to an income, the extent of which is 
within certain limits determined by the man- 
agement of the corporation. On the other hand, 
the private properly of the large shareholders 
develops into a higher form which might be 
called the “ownership of the controlling group” 
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or, for short, the “control ownership”. We must 
not be deceived by the fact that sometimes large 
shareholders and the actual owners of the cor- 
poration are not the same people. The owners 
of large blocks of shares and the higher corpor- 
ate bureaucracy compose one social group, the 
higher stratum of the capitalist class which 
exercises “control ownership”. 

The possibilities of the “control ownership” 
are enormous. As is well known, industrial and 
financial empires are established by means of 
a system of participation, holding companies 
and interlocking directorates (incidentally, all 
this is very well described in Berle and Means’ 
book The Modern Corporation and Private Prop- 
erly, published in 1932). 

American economists sometimes 
excesses of the “control ownership” are a thing 
of the past, that the 1929-33 crisis and state 
regulation have weakened the system of hold- 
ing companies. Indeed, under the blows of the 
crisis many empires, especially of railways and 
public utilities, crumbled. A number of laws 
which gave greater publicity to the affairs of 
large corporations, etc., were passed. But all 
these are changes in details and not in princi- 
ple. John K. Galbraith once observed: “To sup- 
pose that there are grounds for anti-trust pro- 
secution wherever three, four or half dozen 
firms dominate a market is to suppose that the 
very fabric of American capitalism is illegal.”* 

The same thing may be said about the system 
of participation, holding companies and “con- 
trol ownership” in general: it cannot be cen- 


say that such 


* John K. Galbraith, American Capitalism. The Concept 
of Countervailing Power, London, 1956, p. 73. 
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sured without finding American capitalism 
itself illegal. 

Like many others, since the end of the war 
Berle has been prone to deny the fact that the 
corporations are uniting in still larger groups 
which are controlled from few centres, or at 
least to underestimate its importance. Unlike 
the epoch preceding the 1929-33 crisis, the in- 
dustrial and financial groups now no longer 
advertise themselves. Their true owners often 
avoid publicity and put the managers into the 
foreground. But many things become clear 
during the fights for control which occur from 
time to time among the different groups. 

In 1961 the Murchisons, Texas oil magnates, 
wrested the control of the Alleghany Corpora- 
lion, a large holding company, from the big 
financier Allan P. Kirby. Before the beginning 
of the battle they owned shares of this com- 
pany with a market value of only 15 million 
dollars.* But by seizing the control of the com- 
pany and establishing their own board they 
thereby acquired control of corporations with 
total assets of between 7,500 million and 8,000 
million dollars, including two large railways 
and five investment companies together with 
the Investors Diversified Services, the company 
which managed them. In the course of the fight 
for the control the Murchisons bought up in the 
market a considerable number of Alleghany 
shares and mobilised the shares which were in 
safekeeping in friendly banks. In this way they 
managed to collect a control block of shares 
and during the voting to drive Kirby and his 
people out of the Alleghany board and then 


= 


* Fortune, April 1961, p. 121. 


from the boards of the companies under its 
control. 

Of course, the development of large corpora- 
tions and “control ownership” complicates the 
capitalist property relations. The existence of 
large financial institutions which accumulate 
the savings of broad sections of the population 
adds to this complication. 

The formal ownership of these institutions is 
even more diffused than the joint-stock owner- 
ship of industrial corporations. Thus most of the 
large life insurance companies in the U.S.A. are 
mutual, i.e., “belong” to the many millions of 
their policy-holders. The investment companies 
“belong” to their shareholders, but their shares 
are particularly dispersed among the mass of 
holders and in essence carry no right of owner- 
ship. Lastly, lawyers vainly argue about who 
owns the pension funds; if the owners are the 
industrial and office workers who by decades 
of work have earned the right to a pension from 
the funds, it is a very strange ownership, indeed, 
for it cannot be sold or transferred, it gives no 
right to dispose of the accumulated money or 
do anything at all with it. Moreover, the afore- 
said institutions are often characterised by a 
passive ownership of the shares of industrial 
companies, i.e., they appear not as active own- 
ers, but as passive income receivers indifferent 
to the affairs of the company. Berle and his 
followers try to make use of these facts in their 
conceptions of “abolishing” private ownership 
under modern capitalism. 

But a concrete analysis of the activities and 
the system of managing financial institutions 
attests something else. Actually the principle 
inherent in the joint-stock company—the sepa- 
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ration of formal ownership from real control 
over the capital—is here carried to the limit. 

The experience of insurance companies dis- 
proves Berle’s assertions with particular force. 
Their leaders are in no way fit for the role of 
disinterested public servants, which he should 
like to ascribe to them. On the contrary, their 
predatory policy with regard to their clients, 
their inclination to monopolistic collusion, their 
mercenary practice in financing the economy 
have in the last three decades in the U.S.A. been 
exposed in a number of books and periodicals 
and have brought about a number of govern- 
ment investigations. 

Nor can the managers of the insurance giants 
be called independent and not subject to ex- 
traneous influences. Of course, information on 
this question is extremely scant, but suffice it 
to say, for example, that in 1960 the board of 
directors of the Metropolitan Insurance Com- 
pany, one of the largest insurance companies in 
the country and the capitalist world, included 
seven persons who were simultaneously direct- 
ors of large Wall Street banks, among them 
four representatives of the Rockefeller- 
controlled Chase Manhattan Bank. 

By virtue of legislative limitations and estab- 
lished traditions insurance companies own com- 
paratively few common stocks of other corpora- 
tions. But, to influence the corporations, they 
make use of their vast resources invested chiefly 
in loan bonds of the corporations. 

No less dubious are Berle’s references to in- 
yestment companies. The wide distribution of 
their shares only enables small groups of rich 
financiers acting through so-called managing 
companies and through banks completely to 
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control the capital concentrated in them. The 
control of investment companies has of late 
been an important source of enrichment for 
these persons and groups. 

Thus the largest investment company in the 
U.S.A—the Investors Mutual Fund—is under 
the management of the Investors Diversified 
Services which, as was noted above, was seized 
by the Murchison group in 1961. However, its 
old owners made an enormous profit on the 
control of this company since from 1948 to 1959 
the price of its shares increased 200-fold. 

To substantiate his ideas Berle particularly 
often refers to corporate pension funds. But he 
has no luck here either. In his very thorough 
study Harbrecht admits, with a number of re- 
servations, that nearly all funds are under the 
complete control of ‘a dozen large New York 
banks who manage them as authorised agents. 
They share their power partly with the large 
corporations which establish the pension funds. 
The development of this type of financial insti- 
tutions suggests to Harbrecht the following con- 
clusion: “It may not be too much to say that 
the centre of influence in our economy, having 
left the Wall Street of the 1920s and migrated 
in the 1930s and 1940s to the provincial centres 
of corporate power, has now returned to New 
York financial circles.”* In this case it is not 
the ideas concerning these migrations of the 
“centre of influence”, but the recognition of 
what the development of financial institutions, 
which allegedly liquidate private ownership, 
leads to, that is important. 

The large banks concentrate not only the 


* Paul P. Harbrecht, op. cit., p. 249. 
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shares they acquire with the pension funds, but 
also the large blocks of shares bought with per- 
sonal trust funds—the fortunes of individual 
capilalists, investors and other wealthy people. 
This concentration of shares also in certain 
measure leads to transformation of formal 
ownership into real “control ownership”. 

In his book The American Economic Repub- 
lic Berle devotes some attention to the increase 
in the portfolio of shares of the charity funds 
and other non-commercial organisations. In his 
estimation they own about 20,000 million dol- 
lars worth of shares and are consequently also 
large owners of industrial corporations.* A par- 
ticularly important role is played by the large 
charity funds established, as a rule, by dynasties 
of millionaires; these include the Ford Founda- 
lion, the Rockefeller Foundation and many 
others. But from long experience it is well 
known that the large funds can in no way be 
considered purely “public institutions”, inde- 
pendent of their founders. Usually the founders 
of the funds, their heirs or agents hold key posts 
on the boards of trustees. Each fund is, as a 
rule, connected with a large corporation which 
is under the influence of the same family or 
group that plays the leading role in the man- 
agement of the fund. At the end of 1962 the 
Rockefeller Foundation had 4.7 million shares 
of the Standard Oil Company of New Jersey, 
which amounted to 2.17 per cent of all the 
shares issued by it.** This block, despite its cer- 


tain diminution in connection with the policy 


* See Adolf A. Berle, Jr., The American Economic 
Republic, p. 57. 

** See The 
1962, p. 70. 


Rockefeller Foundation Annual Report, 
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of diversified investments pursued by the fund 
essentially supplements the block of Standard 
Oil shares in the possession of the Rockefeller 
family and other organisations under its control. 

Of course, in our time the system of control 
over corporations is much more complex, much 
more intricate and veiled than in the beginning 
of the century or in the 1920s. Sometimes the 
control is more limited, less complete. It may 
be divided among several industrial and finan- 
cial groups. No small changes have occurred in 
the forms of private capitalist ownership. But 
this ownership, which has reached its highest 
development in the “control ownership”, re- 
mains the basis of modern American capitalism. 

Berle and his followers do their best to em- 
phasise the difference between the modern fi- 
nancial monopolies and the old predatory bank- 
ers. The former are allegedly stable, reliable 
organisations whose leaders are very well aware 
of their “social responsibility”, Bourgeois eco- 
nomists believe that the control of powerful 
financial institutions will make it possible to 
‘bring order” into industry, while completely 
retaining its private capitalist character. In their 
opinion such control might make it possible to 
eliminate the dominant anarchy with its per- 
nicious effects which are responsible for the 
attempts at direct state intervention. Ernest 
Dale appeals to the financial institutions to par- 
ticipate more actively in the control over indus- 
try because otherwise “the various public 


authorities may well be tempted to fill the 
vacuum”.* 


* Ernest Dale, “Management Must Be Made Account- 
able”, Harvard Business Review, March-April 1960, p. 58. 
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This reflects the crisis of private monoply 
capitalism and at the same time the fear of 
“excessive” increase in the functions of the 
stale. 

Capitalism is unable effectively to manage 
the tremendous production and distribution 
machinery it has created. The course of history 
imperatively demands the replacement of pri- 
vate capitalist ownership of the means of 
production by socialist ownership. 


6. CONCERNING SO-CALLED 
COLLECTIVISATION OF ACCUMULATION 


An important role in the conceptions of trans- 
formation of capitalism is played by the thesis 
of “collectivisation” of accumulation, This is 
one of the arguments used by Berle and his fol- 
lowers in their defence of the idea that private 
ownership of the means of production under 
modern capitalism is gradually disappearing. 

If we sum up the views of Berle, Strachey and 
certain other authors on this question, the pro- 
cess of “collectivisation” of accumulation oper- 
ates along three lines: first, by an increase in 
the tax levies and capital accumulation by the 
state; secondly, by an increase in the accumu- 
lation within corporations for self-financing; 
and, thirdly, by enhancement of the role of the 
financial institutions which collect the savings 
of the broad sections of the population and 
completely separate the savers from the process 
of real accumulation of capital. 

Moreover, Berle wants to reconsider the very 
concepts of capital and accumulation of capital. 
He proposes to include in these concepts the 
sum of accumulated experience and knowledge 
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and other intangible elements of the productive 
forces. He says that since the stock of scientific 
knowledge and experience is not in any way 
managed by capitalists, but by managers, the 
superintendents of production, scientists and 
engineers, there is no reason for speaking of 
capital as an instrument of class exploitation 
and embodiment of class antagonism. Berle 
writes: “Public officials, professional adminis- 
trators of financial institutions, and the manag- 
ers of corporations—these are the real holders 
of economic power proceeding from capital. The 
nineteenth century warfare between socialists 
and _ private-owner enlerprisers—capitalists — 
thus becomes increasingly, if not wholly, aca- 
demic in the twentieth century.’* This phrase, 
as we see, includes everything—industrial and 
financial managerism, the supra-class role of 
the state, and the social responsibility of the 
managers. And all this was done to declare the 
class struggle a survival of the past doomed to 
complete disappearance in the nearest future. 

In recent decades essential changes have un- 
doubtedly occurred in the mechanism of accu- 
mulation in the economy of developed capitalist 
countries. However, these new phenomena have 
not changed its social essence, have not, in par- 
ticular, liquidated the capitalist nature of 
accumulation. 

Nobody has any doubts that the role of the 
state in utilising the national income of the 
capitalist countries has greatly increased. How- 
ever, the major part of the resources obtained 
by taxation is spent by the bourgeois state not 


* Adolf A. Berle, Jr., The American Economic Republic, 
p. 65. 
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on productive capital investments, but on mili- 
lary and administrative needs. In the U.S.A. this 
is more evident than anywhere else. Even in 
peacetime the capital investments made by the 
state are usually covered by loans which the 
state oblains in the loan capital market by 
drawing on the savings of the population and 
the enterprises. As economists put it, the state 
carries out a net dissaving. 

In the U.S.A. this applies particularly to the 
federal government which spends on financing 
military expenditures not only its money re- 
sources collected in taxes, but also the reserve 
funds of social insurance and security. 

Since the end of the war the state 
administrations, the municipalities and other 
local governing bodies have been carrying on 
rather extensive capital construction—schools, 
hospitals, transport and communal facilities. 
For 15 years previously there had been a slack 
in this field conditioned by the crisis of the 
1930s and the war. This signifies an increase in 
the services sector which private capital form- 
erly also often left to the government. 

The state exerts considerable influence on 
intra-corporate accumulation. Of late the policy 
of the American Government has been to ensure 
the large corporations a chance to retain more 
money capital for new capital investments. For 
this purpose the profits tax paid by the corpo- 
rations has been reduced and accelerated de- 
preciation of the equipment has been allowed. 
This depreciation which makes it possible to 
reduce the profits shown in the accounts and 
thereby to reduce the taxes is of advantage 
primarily to the large companies, especially 
those connected with the war industry. 
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In addition to the state policy there are 
objective causes for the accelerated deprecia- 
tion of the fixed capital and for a considerable 
increase in amortisation deductions: technical 
progress and increased moral depreciation of 
the equipment, the protracted tendency towards 
a rise in prices in the American economy, etc. 
In addition to the depreciation deductions whose 
chief aim is to pay for the replacement and 
renewal of the fixed capital, undistributed profit 
is a source of intra-corporate accumulation. The 
share of the undistributed profit in the total 
after-tax profit of the corporations has a defi- 
nite prolonged tendency towards growth: since 
the end of World War II it has been, as a rule, 
higher than in the 1920s.* 

This statistical fact plays an exceptional role 
in all of Berle’s conception. He comes back to 
it again and again in all his books, cites various 
Statistical data (incidentally, quite unco-ordin- 
ated and not always convincing) and interprets 
this fact very broadly and zealously. From the 
change in the distribution of the profits he 
turns to the thesis of the independence of the 
managers and their transformation into public 
agents. The corporation thus becomes a “public 
institution”. With his characteristic grandilo- 
quent vagueness Berle writes: “More recently 
we are beginning to see a pattern for distribu- 
tion of its [the large corporation’s.—A.A.] pro- 
fits, suggesting an eventual non-statist social- 


* Usually economists compare such statistical data of 
the post-war period with the data of the 1920s because 
the indices of the 1930s reflect the enormous influence of 
the crisis; for example, during that period many corpora- 
tions made no profits and suffered losses. 
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isation of these profits unique in its institutional 
impact.”* 

Berle has no time to go in for statistics fun- 
damentally, just as he has no time to study his 
predecessors. Meanwhile, the statistical picture 
of intra-corporate accumulation and financing 
of corporations is not at all so simple as he 
pictures it. Let us take a closer look at 
statistics. 

In the first place it should be noted that since 
the end of the war the share of undistributed 
profit in all of the net after-tax profit of the 
corporations has been decreasing: in 1946-50 it 
was 50 per cent and in 1956-60 it was 41 per cent. 
It decreased still more for the group of large 
corporations in the manufacturing industry: 
from 52 to 39 per cent.** 

It further turns out that the large corpora- 
tions distribute in dividends a greater part of the 
profits than do the small and middle corpora- 
tions and, consequently, accumulate a smaller 
part. According to John Lintner and J.K. But- 
ters, in 1936-48 corporations in the manufactur- 
ing industry with assets of more than 100 mil- 
lion dollars retained as undistributed profit a 
much smaller part of after-tax net profit than 
did all the other corporations.*** In 1956-57, one 


——— 


* The Corporation in the Modern Sociely, ed. by 
E. S. Mason, Harvard University Press, 1960, p. IX. 

*“« These figures based on official sources originally 
appeared in A. Anikin’s book Kreditnaya sistema sovre- 
mennogo kapitalisma. Issledovaniye na materialakh SShA 
(The Credit System of Modern Capitalism. A Study on 
U.S. Materials), Chapter 10. 
*** J, Lintner and J. K. Butters, “Effects of Taxes on 
Concentration”, Busines. Concentration and Price Policy, 


NBER, Princeton, 1955, p- 260. 
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hundred and one large corporations in the man- 
ufacturing industry (with assets of more than 
250 million dollars each) distributed in divi- 
dends 76 per cent of the profit, while more than 
128,000 of all the other corporations distributed 
only 44 per cent.* 

This fact is connected with the higher rate 
of profit of the large corporations and the tax 
privileges they enjoy, for which reasons they 
can afford to pay higher dividends and at the 
same time accumulate sufficient capital. But 
there are also other reasons, for example, the 
corporalions are greatly dependent on the lead- 
ing group of shareholders and the money 
market and are therefore forced to pay high 
dividends. 

Over a period of decades the share of undis- 
tributed profit in the financing of corporations 
has not shown any appreciable tendency to- 
wards increase. According to S. Kuznets, in 1901- 
12 this share amounted to 21 per cent, whereas 
in 1923-29 it was 18 per cent and in 1946-56 it 
reached 23 per cent.** According to official post- 
war statistics, since the end of the war it 
decreased rather than otherwise.*** 

With the aid of Statistical material some 
American economists seriously criticise Berle’s 
propositions concerning the radical change in 
the character of accumulation and financing of 
large corporations. In this respect John Lint- 
ner’s article “Financing of Corporations” in the 


* Stalistics of Income 1956/1957. Corporation Income 
Tax Returns, Washington, 1959, p. 39. 

** S. Kuznets, Capital in the American Economy. 
lis Formation and Financing, NBER, Princeton, 1961. 
Table 39. 

*** See A. Anikin’s aforesaid book. p. 399. 


184 


book The Corporation in the Modern Society 
is of some interest. 

Lintner avoids examining the changes in the 
modern corporation (the question of the power 
of managers, etc.), but tries to show that Berle’s 
assertions about the financial and economic 
aspects of these changes do not correspond to 
the facts, since the principles of financing the 
corporations have essentially remained unal- 
tered. Lintner writes: “The relative position of 
stockholders vis-à-vis management may or may 
not have become more dependent with the pas- 
sage of time, but the major effect predicted 
from such increased freedom and power in 
management's hands are not discernible in the 
record.”* He shows that no “social” motives 
can be detected in the character of accumula- 
lion and financing of the corporations even by 
a very thorough analysis. This character is 
determined by the spontaneously shaping con- 
ditions in the economy and on the loan capital 


market. 

During the first post-war years there was a 
more radical change in the distribution of the 
profits of companies in favour of retained profit 
in West European countries than in the U.S.A. 
The countries ruined by the war were faced 
with the problem of sharply raising accumula- 
tion rates for the purpose of making larger 
capilal investments in the main branches of the 
economy. The mechanism of accumulation of 
the people’s savings and the loan capital market 
were undermined by protracted and heavy in- 
flation. Under these conditions retention of a 


* The Corporation in Lhe Modern Society, p. 181. 
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large part of the profit and self-financing be- 
came a vilal economic necessity. Many govern- 
ments pursued a policy of more or less com- 
pulsory limitation of the dividends paid by the 
companies in order to help them retain the 
profits and finance themselves. 

Subsequently these limitations were annul- 
led or reduced, and the share of the dividends 
in the profit increased. By that time increasing 
masses of personal savings started coming in 
through the credit system and the loan capital 
market. The corporations began to issue secu- 
rilies and, to attract investors, had to raise the 
dividends on the shares. 

Thus it cannot be said that the character of 
distribution of corporation profits is sharply 
and steadily changing in the direction of in- 
creasing — intra-corporate accumulation. This 
process is more complicated and contradictory 
than it is pictured by Berle. 

Much more significant, however, is the social 
import of the intra-corporate accumulation 
since the growth of many large companies 
shows that the monopolistic corporation actu- 
ally has greater possibilities for internal accu- 
mulation. This is fostered not only by the 
system of profit distribution, but also by the 
practice of monopoly price formation, the state 
taxation policy and other factors. The internal 
sources of financing combine with the external 
sources (issues of stocks and bonds, bank loans)- 
These forms of altracting capital are the most 
accessible to the large corporations and the 
financing costs less. 

Intra-corporate accumulation must be exam- 
ined from the point of view of the class struc- 
ture of modern capitalist society. The accumula- 
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tion of capital in monopolistic corporations is 
social only in the sense that it prepares the 
material prerequisites for socialist socialisation. 
But this occurs precisely through the private 
capitalist character of wealth accumulation 
being carried to the limit and the social contra- 
dictions resulting from it. The capital accumu- 
lated by monopolistic corporations lends power 
to the bourgeoisie and is opposed to the working 
class. Moreover, this capital embodies the power 
of a small group of monopolists with respect to 
the whole of society, including the petty and 
middle bourgeoisie. 

The intra-corporate accumulation is Com- 
pletely separated from the mass of small share- 
holders. Subsequently it may at best somewhat 
raise the dividends they receive or the price of 
the shares they hold, but qualitatively this does 
not in any way alter their position. Directly, 
however, an increase in undistributed profits 
means a reduction in their dividends and, con- 
sequently, new sacrifices on the altar of finance 
capital. 

In some cases a corporation may not pay any 
dividends at all for a long time and accumulate 
all the profit it has made. For the small share- 
holder the shares of such a corporation have 
but one value—a hope for a better future. 

Contrariwise, for the controlling groups of 
the finance oligarchy the intra-corporate accu- 
mulation may be a source of increase in their 
power and extension of their influence (for 
example, by using the profits to purchase shares 
of other corporations) and all sorts of large 
incomes not in the form of dividends (high 
directorial salaries, transfer of profitable orders 
to other firms controlled by them, etc.). The 
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aforementioned Alleghany Corporation has not 
paid any dividends on its common shares since 
the 1930s (for it has not paid its debts on 
preferred shares),* but the control over it is 
very valuable and was the cause of the bitter 
fight between two groups. For the magnates— 
Kirby and the Murchisons—the capital of the 
Alleghany Corporation is an element of their 
wealth and power. 

The American sociologist C. Wright Mills 
justly says: “The pyramid of wealth cannot be 
understood merely in terms of the very rich; 
for the great inheriting families, as we shall see, 
are now supplemented by the corporate institu- 
tions of modern society: every one of the very 
rich families has been and is closely connected 

. with one of the multimillion dollar corpora- 
tions.”*** Correspondingly the wealth of a large 


* In the U.S.A. preferred shares are those which do not 
give their holder a right to vote, but guarantee a fixed 
income in the form of a dividend established beforehand. 
In con to these, no dividend is fixed for common 
shares, but is established for each year (half year, quarter) 
by the board of directors. Bu S the foregoing example 
shows, the “guarantee” of Paying dividends on preferred 
shares is not always effective, 

** C, Wright Mills, The Power Elite, New York, 1956, 
pp. 9-10. FBON. 

In his last book Berle settled his accounts with the late 
Mills who as a prominent sociologist really tried to gain an 
insight into the complex class anatomy of the modern and 
quickly changing American society. Berle writes that Mills’ 
aforesaid book was a “.. singularly inaccurate and unim- 
pressive attempt to manufacture an interlocking oligarchy 
in the United States controlling, respectively, finance, busi- 
ness, the armed forces, and its government” (A.A. Berle, Jr., 
The American Economic Republic, New York, 1963, p. 11). 
Actually, however, Mills with his well-grounded analysis 
is much more convincing than Berle with his vague con- 
cepts, like those of the “soul” and “conscience” of the 
corporations. 
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corporation tremendously reinforces and in- 
creases the wealth and power of some family 
or group. The accumulation of capital in this 
corporation is a source of wealth and power of 
such a group. 

We still have to examine the role of the 
modern credit system and the new financial 
institutions in the process of accumulation of 
capital. In doing this we must consider what 
has already been said about their system of 
management. 

The role of financial institutions in the accu- 
mulation of money capital and savings has been 
considerably enhanced. Before World War I 
and in the 1920s only about half of all the 
population’s savings in monetary form found 
its way to the loan capital market through fi- 
nancial institutions, and the other half through 
the purchase of securities, chiefly shares, by the 
population. 

Since World War II securities have ac- 
counted for less than one-fifth of all savings. 
and stocks and bonds of corporations—for nol 
more than one-tenth. All the rest of the savings 
are being accumulated by various financial in- 
stitutions. Among the latter the role of the banks 
has diminished and that of the savings, insur- 
ance and pensions institutions has increased. 
These institutions transform the savings of any 
extent and any purpose into money capital and 
transfer them to the industry (partly also to the 
state, especially to the local governing bodies). 
The money capital is used for financing capital 
investments. 

The increase in the accumulation of savings 
through the aforementioned institutions means 
that modern monopoly capitalism is forcing 
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ever broader sections of the population to 
participate in the accumulation of capital 
from which they are completely separated. Here 
this separation is even more complete than it 
is for the small shareholder in the industrial 
corporation. 

Despite the extensive propaganda campaign 
it is the bourgeois sections of the intelligentsia, 
well-paid white-collar workers and the upper 
stratum of industrial workers which increase 
the number of shareholders. According to the 
New York Stock Exchange, from 1956 to 1962 
the number of shareholders in the U.S.A. nearly 
doubled. But the increase was due to the pur- 
chase of shares by people with an annual income 
of more than 7,500 dollars; the share of these 
people in the total number of shareholders 
increased from 35 to 60 per cent. Contrariwise, 
the share of the people with an annual income 
of up to 3,000 dollars (chiefly low-paid industri- 
al and office workers and small farmers) di- 
minished from 11 to 6 per cent, while the abso- 
lute number of shareholders of 
remained almost unchanged*. 

Shares are the pre-eminent form of investing 
money capital by the big bourgeoisie. The 
American economist and statistician Robert 
J. Lampman, who has made a most complete 
and thorough estimate of the personal fortunes 
of the top stratum of Ame szan society, has 
calculated that in 1953 persons with a fortune 
exceeding 60,000 dollars (a little more than 
1 per cent of the total population) held 82.4 per 


cent of all shares and 88.5 per cent of the in- 


this group 


* Statistical Abstract of the United States, 1962, p. 473. 
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dividually owned corporate bonds.* There is 
no doubt that during the subsequent decade the 
concentration of shares in the upper stratum of 
rich people did not decrease since Lampman’s 
further data show that the share of this stratum 
in the total wealth of the U.S. population notice- 
ably increased.** An important factor in this 
was a considerable rise in the share prices 
during the indicated period. 

The savings of the working people are for 
the greater part represented by reserves accu- 
mulated through payment of the life insurance 
installments, deposits in banks and other sav- 
ings institutions, and state bonds. The savings 
are sometimes also considered to include the 
accumulated reserves of pension funds, al- 
though, as was already stated, this is of little help 
in elucidating the nature of these funds. Accord- 
ing to 1957 data, even in the lowest paid group 
with an annual family income of less than 
2,000 dollars about half of all the families had 
some sort of savings. In 1963 one-third of the 
families with an annual income of less than 
3,000 dollars had life insurance policies.*** The 
corporate pension funds now embrace about 
one half of all the people working for hire. 

The average sum of each family’s savings in 
these lower income brackets is small, but the 
unification of the millions and millions of small 
deposits and insurance policies by the financial 
institutions yields thousands of millions of dol- 
lars of money capital. However, the savers 


* Robert J. Lampman, The Share of Top Wealth 
Holders in National Wealth 1922-1956, NBER, Princeton, 
1962. 

** Business Week, January 27, 1962, p. 31. 
+++ Federal Reserve Bulletin, March 1964. 
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(depositors) have absolutely nothing to do with 
the utilisation of this capital. 

What are the characteristic features of the 
savings made by the working classes and the 
intermediate sections of the population through 
the insurance, pensions and savings institutions? 

First, these savings are in large measure 
neither voluntary nor free. One of the reasons 
for the extensive development of private in- 
surance is the extreme insufficiency of state 
social security in the U.S.A. (the small pensions, 
absence of sick and childbirth benefits, etc.). 
The economic insecurity has been fostered by 
considerable chronic unemployment and fre- 
quent economic recessions. 

Under the terms of a life insurance policy, 
after paying a number of installments the policy 
holder is forced to continue paying in order not 
to lose the money already paid in. In the 1930s 
many working people continued to “save” in 
this manner thereby literally subjecting them- 
selves and their families to semi-starvation. The 
insurance companies force their goods on the 
clients in a manner unprecedented even under 
conditions of widespread “high-pressure sales- 
manship”. 

As for pension funds, the change of job by a 
worker or a violation of certain conditions may 
deprive him completely or partly of his right 
lo the pension and he may therefore lose his 
“savings”. 
econdly, in the aforementioned forms the 
savings yield a low interest, The interest on 
savings accounts and state bonds does not in 
any way compare with the incomes of the own- 
ers of large blocks of shares. Capitalist society 
thereby seems to emphasise the fact that for the 


192 


working people their small savings are subjec- 
tively not money capital which is accumulated 
mainly for the sake of profit. There are other 
motives for the small savings, namely, security 
in old age and in case of sickness, defraying the 
expenses on the children’s education, intended 
purchase of consumer durables, etc. 

About the insurance savings it may be said 
that they yield a negative interest. The insured 
receives no income on the money paid in, but, 
on the contrary, himself pays for the guarantee 
he buys. 

Thirdly, the savings in the form of deposits, 

bonds, insurance and pension reserves are €x- 
pressed in fixed sums of money and depreciate 
in accordance with the reductions in its pur- 
chasing power. Contrariwise, shares have a 
tendency toward rising in price with the general 
rise in prices; in recent years their prices rose 
much faster than the prices of goods. From 1950 
to 1965 the prices of shares in the U.S.A. rose 
on an average to about four times their former 
value, while the cost of living index for the 
same period showed an increase of 30 per cent. 
With the continuous inflation and the accom- 
panying rise in prices which has lasted in the 
U.S.A. already 30 years, the class differences in 
the forms of money accumulation have inten- 
sified the economic inequality. 

The development of the credit system has 
always fostered an increase in savings. But 
under modern capitalism the active role of 
financial institutions in this sphere has been 
considerably enhanced. It would be more ap- 
propriate to describe the activities of many of 
these institutions not by the term “accumula- 
tion” or “collection”, but rather “formation” of 
193 
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savings. At one time surplus value in its dif- 
ferent forms (profit, ground rent, loan interest, 
etc.) was almost the only source of capital ac- 
cumulation. Earned income is now also becom- 
ing such a source. Under the system of modern 
state-monopoly capitalism the working people 
find themselves compelled to supply the capital- 
ists with elements of accumulation. 

Although this phenomenon existed in Marx’s 
time only in rudimentary forms, he foresaw the 
enhancement of its role. He wrote: “... The 
business of actual saving and abstinence... to 
the extent that it furnishes elements of accu- 
mulation, is left by the division of labour, which 
comes with the progress of capitalist produc- 
tion, to those who receive the minimum of such 
elements, and who frequently enough lose even 
their savings, as do the labourers when banks 
fail”.* To be sure, bank failures have been very 
rare since the end of the war and the state now 
guarantees the safety of most accounts, but the 
losses incurred by the working people through 
inflationary depreciation of their savings, the 
predatory policy of the insurance monopolies, 
etc., are much greater. 

The social and economic implication of the 
growth of the financial institutions which accu- 
mulate and form the savings is that through 
them the same oligarchic group which controls 
the large corporations subordinates the whole 
process of accumulation by society. As long as 
the control over the principal means of produc- 
tion remains in the hands of private monopoly 
groups accumulation of capital cannot be 
“collective”, i.e., social. 

m 
* Karl Marx, Capital, Vol. III, p. 508. 
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%. BERLE AND AMERICAN STATE-MONOPOLY 
CAPITALISM 


The “corporate revolution” is but a constitu- 
ent part (although, probably, the most impor- 
tant part) of Berle’s conception which is most 
fully set forth in the book The American Eco- 
nomic Republic published in 1963. The pub- 
lishers did a good deal of high-sounding 
advertising. The book jacket announces that 
Berle’s new book “...may well prove to be one 
of the classic statements of contemporary 


the various aspects of 
capitalist society. 

It is Berle’s book api 
be fated for a dusty#sIrel 
not aroused any cofisider able iong 
the broad sections of Hie public, let alone among 
specialists. Its succes for\example, canifot be 
compared with that %Galbraith’s~ hadk ‘The 
Affluent Society which d Qith abot the same 
range of questions. ae 

In Berle’s views one discovers elements he bor- 
rowed, at times quite mechanically, from a 
number of prominent American sociologists and 
ts of the last few decades. But the most 
important thing is that, while taking these ideas, 
Berle strips them of all vestiges of criticism and 
striving for reforms which characterises them. 
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Here is, for example, Veblen’s important idea 
about the existence under modern capitalism of 
a fundamental contradiction between business 
and production, i.e., between private ownership 
and the striving for private profit, on the one 
hand, and the production of material wealth for 
the satisfaction of the people’s requirements, on 
the other. To Veblen’s mind this was capital- 
ism’s most important vice which engendered its 
other ugly features. According to Berle, this 
idea assumes an unrecognisable form and from 
an instrument of criticism is transformed into 
an instrument of defence of capitalism. He, too, 
says that these two elements exist, but in his 
“Economic Republic” they are successfully 
reconciled. The production concentrated to an 
enormous extent in large corporations is, ac- 
cording to Berle, conducted by hired managers 
under the control of the “public concensus” in 
the interests of all of society, in the interests 
of consumption. On the other hand, private 
ownership is represented only by passive share- 
holders who exert no serious influence on pro- 
duction. This “private property” is completely 
devoid of all the dangerous economic and social 
aspects which were pointed out by Veblen when 
he wrote about the cult of money, the civilisa- 
tion of the dollar, the cupidity of the big busi- 
ness people. 

Berle also borrows Galbraith’s thesis of the 
“affluent society”, but likewise deprives it of 
the critical elements with which Galbraith con- 
nects it. Thus Berle holds that the state and 
private charity (to which he attaches great im- 
portance) quite ensure the development of the 
sphere of collective consumption found inade- 
quate by Galbraith. Unlike Galbraith, Berle 
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declares the readiness of American society to 
spend a considerable part of the income profit- 
lessly, on social needs, to be the most char- 
acteristic feature of the “American Economic 
Republic”. 

Discussing the problem of the character of 
the modern market, competition and monopoly, 
and the process of price formation Berle essen- 
tially follows Gardiner Means with his theory 
of “administered price”. At the same time he 
rejects Means’ very timid suggestions on state 
control of the monopolies. Means specifically 
suggests that all corporations with assets, for 
example, of over 100 million dollars each should 
be considered “collective enterprises” and 
should be subjected to “inspection” by the state 
from the point of view of their performance of 
public functions, especially satisfaction of the 
demand at reasonable prices. To Berle the very 
idea about this appears doubtful and state 
control of the monopolies superfluous. As a 
matter of fact, what does Berle want with such 
control if his large corporations have a soul 
and a conscience and treat the consumer 
parentally? 

Berle’s book bears the stamp of com- 
placency and boasting. This is particularly evi- 
dent in his treatment of poverty and unemploy- 
ment. Berle feels that in the U.S.A. these prob- 
lems practically do not exist. In his opinion 
“the American system ... has maintained a 
large population ... in substantial safety and 
comfort, save for a few, steadily diminishing 


areas”.* We shall not enter into polemics with 


* Adolf A. Berle, Jr., The American Economic Republic, 
p. 14. 


197 


him, but shall merely quote a brief excerpt 
from a noteworthy document published almost 
simultaneously with Berle’s book and signed 
by a number of prominent American econom- 
ists, sociologists and public figures; the data 
given below are based on official statistics: 

"A permanently depressed class is developing 
in the U.S. Some 38,000,000 Americans, almost 
one-fifth of the nation, still live in poverty. The 
percentage of total income received by the 
poorest 20 per cent of the population was 4.9 
per cent in 1944 and 4.7 per cent in 1963. 

“The stubbornness and novelty of the situa- 
tion that is conveyed by these statistics is now 
generally accepted. Ironically, it continues to be 
assumed that it is possible to devise measures 
which will reduce unemployment to a minimum 
and thus preserve the overall viability of the 
present productive system.”* 

The last caustic remark could have been 
made with reference to Berle if the latter had 
at least suggested any Measures in this respect. 
But Berle merely holds that here there is no 
problem at all. 

As in his former works Berle cites data on 
increased concentration in American industry. 
In 1947 two hundred of the largest corporations 
in the manufacturing industry sold 30 per cent 


* “The Triple Revolution, Manifesto of the Ad Hoc 
Committee on the Triple Revolution”, 1964 (Worker, 
March 31, 1964, pp. 5, 7). The members of this Commit- 
tee and authors of the Manifesto included Linus Pauling, 
Nobel Prize Winner, the aforementioned Ben Seligman 
and the noted economist Robert Theobald. By the “Triple 
Revolution” they imply the sharp changes of late taking 
place in the U.S.A. in three fields: the “Cybernation 
Revolution” in Production; the “Weaponry Revolution” 
and the “Human Rights Revolution.” 
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of all of the manufacturing industry’s output, 
in 1958—38 per cent and in 1962 about 40 per 
cent.* He emphasises that 500-600 large cor- 
porations which group about them a mass of 
small enterprises “living in the penumbra of 
the great neighbour”, control American econ- 
omy. From here with minor differences runs 
the well-known thread: the corporations are 
managed by independent managers who are 
allegedly guided by motives of public welfare; 
the economic power of the managers is separat- 
ed from the political power of the state which 
embodies the control of society over the man- 
agers. And this is the “American Economic 
Republic”. 

In this work, too, Berle discusses the forms 
of ownership and effacement of the differences 
between private and public ownership. He 
writes: “The word ‘private’ is open to question. 
An individually-owned retail shop or farm (or 
small plant) is undoubtedly ‘private’. But can 
the same be said of the 500 or 600 giant corpo- 
rations carrying on two-thirds or more of the 
industry of the country and influencing condi- 
tions in much more of it? I doubt it.”** Berle has 
still greater doubts about the private character 
of ownership of the big banks. According to 
Berle, they are private institutions only nomin- 
ally, only because the “American Economic Re- 
public” has found preservation of their private 
character expedient from the point of view of 


their efficiency.*** 
These doubts are very typical. Observing 


ee 
* Adolf A. Berle, Jr., The American Economic Republic, 


p. 149. 
** Ibid., p. 115. 
*** Ibid., p. 127. 
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reality Berle notes that old private enterprise 
is impossible under modern capitalism. The 
giant corporations and banks have clearly out- 
grown the private framework and drive capi- 
talism to new social forms. Big business can 
exist and function only with constant and all- 
round intervention of the State in the economy. 
For Marxists this is state-monopoly capitalism 
in which all the objective material prerequisites 
of socialism have formed. For Berle it is the 
“American Economic Republic”, almost an 
ideally organised society. 

In the last book Berle describes in greater 
detail and more concretely the economic func- 
tions of the state in the U.S.A. He proposes a 
concept of “transcendental margin”, 

This concept is not so much economic as it is 
ethical and arises from the “value system” of 
the Western (or rather exclusively American) 
civilisation. It is a question of man’s and soci- 
ety’s readiness to go beyond the limits (hence, 
transcendental) of immediate material interests 
and pursue ideal, humane aims. The word “mar- 
gin” has a rather economic shade since it ex- 
presses, in a certain sense, the reserve of ma- 
terial wealth, the national income which is 
created in society and which may be used for 
social purposes for motives unconnected with 
profit or the prospect for profit. Berle himself 
offers the following definition: “The transcen- 
dental margin is the product of a value system 
that causes effort and expenditure beyond that 
calculated as conducive to the personal advan- 
tage of an individual or his immediate family 
group.”* In another place he writes: “To grow 


p. oe A. Berle, Jr., The American Economic Republic, 
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and become more productive, an economic sys- 
tem must devote a substantial portion of its 
resource and production to achieve ends tran- 
scending the calculation of individual material 
advantage. This is the ‘transcendental mar- 
gint 

Berle opposes unselfish (transcendental) mo- 
tives to mercenary (utilitarian) motives. In this 
sense he follows the important trend of social 
ideas taking shape in the U.S.A. over a period 
of almost 100 years; in political economy this 
development has manifested itself most com- 
pletely in institutionalism. But here, too, he is 
true to himself and strips these ideas of all 
elements of social protest. Berle’s idealist con- 
structions, which at times smack of theology, are 
a rather coarse praise of American capitalism. 

Berle discusses at great length the role of so- 
called “Protestant ethics” in the development 
of the U.S.A. This ethics, as he writes, happily 
combines industry, thrift and a striving for per- 
sonal well-being and enrichment with active 
social responsibility. The “Protestant ethics” 
which originated with the Pilgrim Fathers who 
came over from the British Isles in 1620 has 
subsequently absorbed the best altruistic ele- 
ments of the Catholic, Judaist and other ethics. 
Manifesting itself in the large scope of private 
charity of the rich, in the readiness of the entire 
population to pay taxes for social needs and in 
the development of social security this ethics 
has now resulted, according to Berle, in the 
“welfare state” in the U.S.A. 

Berle does not concern himself with the ma- 
terial foundation of the “Protestant ethics”. To 


* Ibid., p. 212. 
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ethics” prevailed Over its ‘ 
he considers, excessiy, 


> 


lionaires at the end 
of the 19th and the beginning of the 20th 

, the excessively brutal exploitation of 
workers in industry, etc. But all this is a thing 
of the past. “Protestant ethics” has fostered 


my and this growth has 


created a surplus, a reserve for the “transcen- 


anscendental Margin” is for Berle 
an ethical i 


» Philosophical and almost intangible 


Monetary value ‘of the 
gin” is made up of the total 
f expenditures on private charity 
illion dollars in 1960) and 25 per cent 
axes levied for the federal and local 
Pudgets (about 32,000 million dollars). The lat- 


entirely arbitrarily as 
altruistic in nature”.* 
ly, they are state expenditures on 
education, public health, ete, According to Berle, 
xes are but q legal formality 
acts of good will which the mem- 
crs Of society are always willing to perform 
Without pursuin any selfish aims. Such is the 
more than unstabl, 
Ty. 


e “statistic sp: ; f Berle’s 
mer istical” basis of Be 
Generally, despite the author’s erudition and 
Impressive Slyle of exposition 


the theory of 
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haracter as his discourse on 
the soul and conscience of corporations. T} 
peculiar feature of this theory is the clo “a 
complacency of an American bourgeoi ve 
“welfare state” resting on the “ TE 
margin” and modern form E e transcendental 
ae : s of “Protestant eth- 
ies” is, according to Berle, the highest stage of 
social development which has for the most part 
been achieved in the U.S.A. 

However, this theory, as also Berle’s entire 
conception, reflects the real problems and con- 
tradictions of modern capitalism, American 
capilalism in the first place. It is in this sense 
that il is of some interest. 

First, following the now usual economic 
doctrine Berle regards the expenditures in keep- 
ing with the “transcendental margin” as a stim- 
ulator of economic growth. The old private- 
capitalist economy is incapable of maintaining 
an “effective demand” (Berle uses this Keyne- 
sian expression) on an adequate level. 

Secondly, here are manifested the same con- 
tradictions which were reflected in Galbraith’s 
book The Affluent Society, namely, that at the 
modern stage of development of the human 
society the importance of the people’s collective 
requirements and the collective forms of satis- 
fying them sharply increases in contrast to the 
needs of individual consumption. Society simply 
cannot continue developing without very rap- 
idly expanding the sphere of collective con- 
sumption. But capitalism “was not made” for 
this, and the solution of this problem is one of 
the tasks of socialism. But Berle is trying to 
assert with his theory of the “transcendental 
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margin” that American capitalism is successfully 
coping with it. 

Thirdly, in his theory Berle is trying to find 
ideals which bourgeois sociology has been busi- 
ly seeking in its attempt to oppose something 
to the lofty and humane ideals of socialism. 
Under the new conditions the ideals of private 
property and initiative, free enterprise and equal 
opportunities, which fromerly satisfied the bour- 
geoisie, demand reconsideration. These ideals 
justified the unlimited exploitation, enormous 
economic inequality and insatiable cupidity of 
the rich. Berle wants to replace them by the 
“good old” Christian ideals renovated in the 
spirit of the “welfare state” ideology. 

Having begun with idealising the monopo- 
isti ends with an uncondi- 


rn American capitalism 
and its social system. Actually the “American 
Economic Republic” is state-monopoly capital- 
ism in its American form with all the social 
conflicts characteristic of it, with its sharp 


racial problem and its aggressive foreign policy. 


PART III 


COLIN CLARK’S THEORY OF 
ECONOMIC DEVELOPMENT 
OF CAPITALISM 


By Y. Olsevich 


Is modern capitalism capable of ensuring 
conditions for economic progress? This ques- 
tion is supposed to be answered by the concep- 
tion of economic development elaborated by 
Colin Clark, a noted British economist.* 

Among the modern bourgeois economists 
working on problems of development of capit- 


* Colin Clark was born in England in 1905, in a family 
of a businessman. By education he is a chemist, having 
graduated from Oxford University where he was granted a 
degree in science. In 1928-29 he worked as assistant to 
Professor A. Young, noted economist. In 1936 C. Clark and 
Professor A. Pigou, another prominent economist, published 
the book The Economic Condition of Great Britain. 

From 1931 to 1937 Clark taught statistics at Cambridge. 
At the end of the 1920s and the beginning of the 1930s he 
ran for Parliament on the Labour ticket. 

From 1938 to 1952 Clark lived in Australia, first, teach- 
ing in Melbourne and Sidney, and then as an important 
official in provincial governing bodies (he was concerned 
with problems of labour and industry in Queensland and 
Western Australia). Since 1953 Clark has been Director 
of the Institute for Research in Agricultural Economics, 
Oxford. He is a Fellow of the Econometric Society. 
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alism Colin Clark and his followers (especially 
the well-known French economist Fourastié) 
take an independent stand both from the point 
of view of their theoretical views and of the 
economic policy they champion. 

The economy of modern capitalism is char- 
acterised by rapid and very deep changes in 
technology, the productive forces and the entire 
social organisation of production. The branch 
structure of the economy is changing, there are 
changes in the structure of the main classes and 
social groups of the population, and the old 
forms of managing enterprises and of market 
relations are being replaced by new forms. The 
role of trade unions is being enhanced and the 
State intervention in the economy is increasing. 
The unevenness of economic development of 
the industrially developed countries and the 
struggle of the developing countries for eco- 

c are continuously changing 
the picture of world economy. 


These and many other changes are evident 


capitalism- 
its develop- 


Incontrovertible facts attest thal, despite all 
the turns and zigzags, the development of cap- 
italist production Proceeds along the line of 


) at the state 
machinery of the U.S.A., the leading capitalist 


country, as well as that of the other imperialist 
powers, is increasingly coalescing with finance 
capital and is expressing the interests of the 
latter both in internal and foreign policy. 
Mention is not infrequently made of the con- 
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cessions the bourgeoisie of the industrial coun- 
tries makes to the working people of their own 
countries and to the less developed countries. 
The bourgeoisie really does manoeuvre and 
now and then makes concessions and resorts to 
compromises. However, this is in no way due to 
any changes in the nature of capital, but rather 
to the new correlation of the world forces, the 
growing power of socialism in the first place. 
As for the nature of capitalism, it manifests 
itself in continuous attempts to recover its lost 
positions by threats, deceit, economic pressure 
and direct military aggression. 

In the situation where the defenders of cap- 
italism use any and all arguments to justify its 
protracted stay on the historical scene it is quite 
natural to expect the appearance of a concep- 
tion asserting that the structural changes in 
capitalist economy create prerequisites for 
changes in the intrinsic nature of capitalism, for 
its transformation into a democratic, humane 
and peaceable social system. Such conceptions 
have appeared, one of them being Colin Clark’s 
theory. 

As a point of departure Clark uses the con- 
ception of the British economist Arthur Pigou, 
the author of The Economics of Welfare, a book 
very well known in the West. 

Ii should be noted that Pigou was the direct 
successor to Alfred Marshall, founder of the 
well-known Cambridge school. John Keynes, 
also a pupil of Marshall, rose against this 
“orthodoxy”, Which was the external cause of 
the break-up of the Cambridge school. Incident- 
ally Keynes chose Pigou as the main object of 


his attacks, 
Clark lauds Pigou to the skies and upholds 
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the orthodox tradition of the Cambridge school, 
apparently laying claims to the role of a con- 
tinuer of this tradition. He practically ignores 
Keynesianism as a theory which deals with but 
temporary economic processes; some of the pro- 
positions which Keynes regarded as having to 
do with long-period economic processes Clark 
characterises as “not being in accordance with 
the truth”. 

Clark’s conception of long-period develop- 
ment essentially differs from the conceptions of 
growth suggested by Keynes’ followers, for 
example, Roy Harrod and Evsey Domar. The 
fundamental difference between the Keynesian 
theories of economic growth and Clark’s con- 
ception is that the former regard as of para- 
mount importance the problem of “employment 
of the resources” and the problem of realisation 
which is indissolubly connected with it, while 
to Clark the main problem is that of the growth 
and distribution of the national income. 


1. CONCEPTION OF “LONG-PERIOD 
TRADE CYCLES” 


In his book The Conditions 
Progress Colin Clark accuses the bourgeois 
economists of always being late with their 
advice and of resembling the generals who were 
ready for the Crimean War in 1899, the Boer 
War in 1914 and World War I in 1939. He 
writes: “The world is now full of stalwarts telling 
us what to do in order to secure full employ- 
ment, when in all probability the main issue in 
the next decade is not going to be full employ- 
ment at all, or indeed any other question in- 
volving the analysis of short-run fluctuations, 
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but the long-run problems of the production 
and distribution of real income. How valuable 
this advocacy of full employment would have 
been if it had come in 1931! But many of the 
full-employment advocates of today were ardent 
diflationists at that time, all playing their part 
in making the depression deeper.’”* 

In this book, however, Clark does not theo- 
relically substantiate his conception of economic 
development. An attempt at such substantiation 
is found in his other book The Economics of 
1960, the first edition of which was published 
in 1942 and the second edition in 1944. In this 
book he tries to give a long-term forecast of 
the development of the world economy. As the 
theoretical basis for this forecast Clark uses his 
own variant of the conception of “long-period 
trade cycles”, according to which, in addition 
to the usual cycles of reproduction lasting about 
8 years, there are cycles covering periods of 50- 
60 years. According to Clark, the existence of 
such cycles is due to the alternation of long 
“capital-hungry periods” with “capital-sated 
periods”. “Capital-hungry periods” offer exten- 
sive opportunities for investment of capital, 
employment increases and labour power flows 
from agriculture into industry and services; the 
prices on agricultural produce increase in com- 
parison with the prices on industrial commod- 
ities and services. During “capital-sated periods” 
there is a surplus of capital and chronic unem- 
ployment, while industrial production grows 
slowly. Clark notes the following “long-period 
cycles”: 1850-75 (“capital-hungry period”), 


* Colin Clark, The Conditions of Economic Progress, 
London, 1957, p- VIII (Foreword for the 1947 edition). 
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1875-1900 (“capital-sated period”), 1900-30 
(“capital-hungry period”). According to Clark, 
1930 marked the beginning of another “capital- 
sated period” which was supposed to last until 
1955, but was interrupted by the outbreak of 
World War IL* To substantiate this concep- 
tion, Clark refers to the data on the dynamics 
of the internal and foreign capital investments 
and to the movement of the interest rates. 
Proceeding from this conception Clark made 
his basic forecast which he did not renounce 
even after the end of the war. He asserted that 
the post-war period of 1945-60 would be a 
“capital-hungry period” and would be followed 


by a new turn. He characterised the situation 
of 1945-60 as follows: 


1. Large international capital move- 
ments. 2. Full employment. 3. Great 
expansion of the volume of world 
trade. 4. Outflow of labour from prima- 
ry into secondary and tertiary in- 
dustries at a higher rate than before, 
5. Improvement of the terms of trade 
in favour of primary production.** 


Clark’s theory of economic development is 
based not on one conception, but on a combi- 
nation of two conceptions: the conception of 
“long-period trade cycles” and the conception 
of secular structural changes in the aggregate 
product and employment, first from agriculture 
lo industry and then from industry to the serv- 


* Colin Clark, The 
p. 102. 
** Ibid., p. 89. 


Economics of 1960, London, 1944, 
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ice sphere.* A combined analysis of the various 
phases of a “long-period trade cycle” and the 
different stages in the structural evolution of 
the economies of various countries creates, ac- 
cording to this theory, a basis for a long-term 
forecast of capitalist economy. 

The conception of “long-period trade cycles” 
is plausible only outwardly. Clark does not an- 
swer the main question which inevitably arises 
upon examination of any theory of cyclic de- 
velopment, namely: what underlies the alterna- 
tion of the “capital-hungry” and “capital-sated” 
periods and what determines the duration of 
these periods ?** 

To construct his hypothesis Clark made use 
of the fact that the successive cycles of capital- 
ist reproduction occur under historically chang- 
ing concrete conditions. Thus the long and 
complicated processes connected with the mas- 
tery of new markets, with the technical reyolu- 
tion, the perfection of the means of communi- 
cation and with different wars exerted a strong 
influence on the actual economic cycles in 
the last century. The transition to imperialism, 


* The conception of structural changes is examined in 
detail below. ` 

** S, Kuznets, noted American bourgeois economist, 
adheres to the position of twenty-year cycles in the move- 
ment of capital investments. He tries to explain these cycles 
on the basis of the “principle of acceleration”. With fast 
rates of increase in output the capital investments 
allegedly increase still faster, the average capital capacity 
of production increases and there is a shortage of capital; 
with a slowing of the rates of increase in production the 
capital inyestments decrease still more and the average 
capital capacity of production also decreases, revealing 
a surplus of capital. However, this “theory” is also unable 
to prove even the fact that such cycles exist. 
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the general crisis of capitalism, the First and 
Second world wars, the development of state- 
monopoly capitalism, the formation of the world 
socialist system, the collapse of the colonial 
system of imperialism, and the scientific and 
technical revolution of the middle of the 20th 
century—all these deeply affected the develop- 
ment of the cycles of capitalist reproduction. 

The economic cycles which developed under 
pre-monopoly capitalism and even in the begin- 
ning of the epoch of imperialism yielded a 
relatively large increase in capital investments 
compared with the cycles occurring during the 
period between the two world wars. It is per- 
fectly clear, however, that such changes do not 
Justify Clark’s attempts to demonstrate the 
existence of “long-period trade cycles”, Clark 
one-sidedly selected indices and countries so 
that they may not contradict his initial concep- 
tion. Objectively, however, the conception of 
“long-period trade cycles” is intended to hide 
the fact that the period of imperialism and es- 
pecially the period of the general crisis of capi- 
talism are attended with an aggravation of the 
contradictions of capitalist reproduction. 

This aggravation does not always manifest 
itself directly, in the form of Overproduction of 
goods, underloading of capacities and unem- 
ployment. The deepening of the contradictions 
of reproduction is no less eloquently attested by 
the forced increase in the state “regulation” of 
the economy, the elaboration of various pro- 
grammes of state capital investments, pur- 
chases, export stimulation, restrictions, etc., 
aimed against the danger of mass overproduction. 

Clark’s inability to take into account the grow- 
ing contradictions in capitalist reproduction pre- 
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determined the failure of some of his forecasts 
for 1945-60. In a number of countries, the U.S.A. 
in the first place, instead of full employment 
during the post-war period, chronic unemploy- 
ment increased, even if with interruptions, prices 
on manufactured goods and services continued 
to rise relative to the prices on agricultural 
produce. 

The post-war period proved to be one of in- 
tensive investment as the result of the reorgani- 
sation of the economy, the militarisation of the 
economy and the beginning of the scientific and 
technical revolution. The surplus of capital, the 
existence of which Clark takes for a sign of 
absolute saturation of the requirements in capital 
investments, is but a manifestation of consider- 
able aggravation of the main problem of capital- 
ist reproduction—the problem of realisation. 

Clark’s variant of the conception of “long- 
period trade cycles” has been adopted by some 
British economists who are working out econom- 
ic forecasts for medium and long periods. 

It was on this conception that the British econ- 
omist B. M. Deakin based his forecast for the 
economy of Great Britain for 1960-70.* Following 
Clark, Deakin notes the following phases of the 
long-period trade cycles which allegedly occured 
during the last 100 years: 1850-75—expan- 
sionist phase, 1875-1900—capital-sated period, 
1900-29—expansionist phase, 1930-39—capi- 
tal-sated period interrupted by the war, 1945-61 
—expansionist phase continuing to date. Deakin 
writes: “On empirical data the 1914 to 1918 war 
can be seen to have added about five years to 
the concurrent expansionist phase, and it seems 


* Europe’s Future in Figures, Amsterdam, 1962. 
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likely that the much longer and more destruc- 
tive Second World War has had the effect of 
shortening by at least ten years the concurrent 
negative, capital-sated half-cycle. To allow this 
assumption is to postulate that in theory and 
in the light of experience the current phase of 
capital hunger will last until about 1970. This 
broad forecast of cyclical trends may be ex- 
pected to vary in direct proportion to the sever- 
ity of the economic effects of war on the major 
industrialised countries, ”* 

That the turn to the waning phase will occur 
about 1970 Deakin has hardly any doubts. The 
whole problem is whether it may not occur 
sooner since the war di 
economy of the differ 
which are all interrelated 


Deakin pins his hopes on the fact th 
though the U.S. did not experi 


tive effects of the war, the ] 
led to an increase in the economic role of the 
state and in the Propensity to consume. 
These are the two “powerful demand-support 
factors” which, according to Deakin, are able 
to maintain the rising tendency in the economy 


* Europe’s Future in Figures, p. 197. 
** Ibid., p. 199. 
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of the U.S.A. Deakin’s general conclusion is as 
follows: “The long-term cycle theory and its 
applications ... lead to the conclusion that the 
United Kingdom, together with other major 
trade related Western economies, is passing 
through the latter part of an expansionary -..- 
(capital-hungry) half-cycle. A decline into the 
succeeding negative capital-sated half-cycle is 
unlikely ... to occur before 1970, though some 
levelling off as the top of the cycle is attained 
is likely to occur about that time or perhaps, 
in some economies, a little earlier.’”* 

Thus the conception of “long-period trade 
cycles” has, as it were, two aspects. It is used, 
on the one hand, for making forecasts that take 
into account the continuously increasing contra- 
dictions of reproduction, and, on the other hand, 
for an apologetic, “technological” interpretation 
of these contradictions. 

The conception of “Jong-period trade cycles” 
was clearly anti-Keynesian; the Keynesian the- 
ory proceeds, as is well known, from the danger 
not of a cyclic, but of a chronic surplus of 
capital allegedly conditioned primarily by psy- 
chologic factors. Clark considers the attempts 
to use Keynesianism as a basis for a long-term 

a serious threat to the 


economic policy to be 
prospects of post-war development of capital- 


ism. 
Clark emphasis‘ 
Keynesian theory 


es that the essence of the 
and policy was expressed by 
Keynes’ well-known aphorism: “In the long run 
we are all dead.” Such a theory and policy do 
not suit the optimistically-minded Clark. 
Clark writes: “If we get into the state of mind 


* Europe’s Future in Figures, p. 199. 


which holds that the provision of additional 
employment in one’s own country is the one 
thing that matters (a pardonable aberration in 
the depth of a depression, but a terribly false 
foundation for a general theory of economics), 
our theory of public finance is that government 
expenditure should be as large as possible, that 
the objects of expenditure do not matter, that 
we should finance as much expenditure as we 
can by loan, and that taxes should be judged 
solely by their effects upon current employment, 
ignoring equity, the welfare of consumers, and 
the effect of taxation upon the long-run pro- 
ductivity of the community. Worse still, our 
theory of International Trade degenerates into 
a base policy of ‘exporting unemployment’ by 
restricting imports and assisting exports by all 
means.’’* 

However, Clark is not at all against state in- 
tervention in the economy of the country; he 
wants, by taking advantage of the favourable 
post-war economic situation, to make this in- 
tervention, both internally and in foreign eco- 
nomic relations, answer the purpose of “improv- 
ing” and supporting capitalism in its economic 
competition with the socialist system, which, 
according to Clark, would help to safeguard the 
deeper and more lasting interests of the bour- 
geoisie. 

In accordance with this the tasks of economic 
Science consist, as Clark sees them, in helping 
to produce an abundance of goods and serv- 
ices, achieve a just distribution of the national 
income, steady the economic fluctuations, es- 


* Colin Clark, 


i The Conditions of Economic Progress, 
p. VIIL. 
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tablish a secure life for the people and increase 
their leisure. Clark opposes the economists who 
hold that movement in one direction is possible 
only to the detriment of movement in another 
direction. Clark believes that capitalism “can 
move simultancously in the direction of a great- 
er production of goods and services, greater 
equality of distribution and a steadying of eco- 
nomic fluctuations. ”* But even the rosy idyll 
of economic development pictured by our author 
cannot do without contradictions. The increase 
in production contradicts, in his opinion, the 
striving for leisure and economic security. In 
this case the choice is up to the political power 
which regulates the rates and direction of the 
economic progress. 

This dubious conception of economic growth 
formed, for example, the basis of the Report of 
the Committee on Economic Policy of the Cham- 
ber of Commerce of the United States (composed 
mainly of the biggest industrial and financial 
bosses). The authors of the Report try to repre- 
sent the problem of the rates of economic devel- 
opment under capitalism as one of free choice. 
They write: “We are not at liberty to choose a 
particular rate of growth, say 5 per cent, unless 
we are prepared to impose choices between work 
and leisure, consumption and saying; unless we 
are willing to interfere with the market mecha- 
nism and with our political system.”** 

The authors of the Report explain to Ame- 
ricans that 2-3 per cent a year is precisely the 
rate of growth at which they prefer to stop. 


* Ibid, p. 7- s 
** The Promise of Economic Growth. Prospects, Costs, 


Conditions, Washington, 1960, p. 52. 
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Thus the only serious problems of economic 
development of capitalism are, according to 
Clark, a choice between an increase in the pro- 
duction of goods, on the one hand, and an in- 
crease in leisure and economic security for 
“individuals and groups”, on the other. 

Abstractly we could, of course, conceive a pro- 
ducer of goods, say, a farmer or craftsman, who 
after working for about 8 hours wonders whether 
he should work an hour or two more or rather 
rest and take some recreation. But we cannot in 
this way approach the problem of what deter- 
mines the volume of production in a country and 
the rate of its growth. In the U.S.A., for example, 
where there is a vast army of unemployed a 
number of progressive American economists 
justly believe that precisely a further reduction 
of the working hours would make for an addi- 
tional demand for labour power and would 
decrease unemployment (without curtailing the 
volume of production). In the capitalist world 
where there are enormous resources of unem- 
ployed labour power it is absolutely groundless 
to assert that the leisure of the working people 
is an alternative to the increase in the volume 
of production. The contrary is rather the case— 
the restricted Capacity of the market simulta- 
neously holds back the increase in the volume 
of production and hinders the potential resources 
of labour time from being fully utilised. 

Clark’s book The Conditions of Economic 
Progress differs considerably from the works of 
most bourgeois economists. Very little space in 
it is devoted to abstract theoretical discourse; 
instead, it is full of statistical calculations. This 
is a reaction to the crash of the bourgeois 
economists’ abstract theoretical constructions. 
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Clark sharply criticises the severance of theory 
from empirical statistical studies particularly 
manifest in the works of the League of Nations 
economists on the eve of World War II. By his 
general methodology Clark is an econometricist 
in the broad sense of the term implied by the 
founders of this trend. According to them 
econometrics is a combination of economic 
theory, economic statistics and mathematics. In 
the case of Clark the statistical aspect quantita- 
tively prevails. But this is perhaps not the main 
difference between the methodology of Clark 
and his followers and the methodology of the 
Keynesians (the latter include, as is well known, 
many econometricists, although Keynes himself 
was very sceptical of the emerging econometric 
trend). The main thing is that the Keynesian 
theoreticians of economic development lay the 
principal stress on psychological factors, whereas 
Clark and his adherents, while paying generous 
tribute to subjective idealism, devote their main 
attention to technological factors. They try to 
substantiate their “laws” of development by 
narrow technical factors and proportions. The 
common aspect of both groups is their striving 
to ignore the actual economic laws and relations 
of modern capitalism. 

Clark approaches the analysis of factual 
material with ready-made erroneous ideas of the 
national income, capital, etc. Moreover, in his 
statistical analysis he cannot resist the tempta- 
tion (as will be shown below) of a one-sided 
selection of factual material and its preconceived 
interpretation. Small wonder that as a result of 
such “methods” the picture of world economic 
development came out not only one-sided and 
superficial, but also misrepresenting the real 
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state of affairs. Clark’s main method of investi- 
gation is historical and international comparisons 
of economic indices. Even if such comparisons 
are correctly made methodologically, it is neces- 
sary to have a clear idea of what conclusions 
must and must not be drawn from these 


from pre-monopoly capitalism to imperialism as 
typical of the future development of the entire 
human society, Secondly, it is impermissible to 
regard the imperialist countries and the deyel- 


forming) Opposite poles in the system of 
imperialism with its colonial oppression, 
financial strangulation by a handful of imperial- 
ist powers of the majority of nations. It should 
be remembered that in the Capitalist world the 


ment of the economically backward countries, 
which are drawn by Clark. 

Thus the fundamental error of these compari- 
sons is that Clark confines himself to purely 


in the underlying factors and qualitative 
characteristics the study of which alone makes 
possible any conclusion on the direction which 
economic development, in general, and that of 
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the underdeveloped countries, in particular, will 
take. 

In his work Clark makes extensive use of the 
methods of “classical” econometrics. In Clark’s 
conception a considerable role is played, in 
particular, by a comparison of average and 
“marginal” expenditures. The idea is that in 
cases of “diminishing returns” the “marginal” 
expenditures are higher than the average and in 
cases of “increasing returns” they are lower than 
the average. 

If we put objective scientific content into the 
concept of “marginal” expenditures (i.e., base it 
on the labour theory of value, according to 
which the value of goods is determined by the 
expenditure of socially necessary labour time) 
and not the content that is put into it by bour- 
geois theoreticians, this concept may prove help- 
ful in analysing the theoretical, as well as certain 
concrete economic problems, particularly the 
changes in the productivity of labour and the 
cost of production, capital capacity, market 
demand, etc.* 


Ce 


* The Marxist-Leninist political economy makes wide 
use of the combination of mean and marginal values 
in analysing economic phenomena both in time and in 
Space. Thus according to the Marxist labour theory of 
value, the decisive role in determining the value of the 
reserve of goods produced over a long period of time 
(buildings, machinery, etc.) is played not by the past 
actual expenditures of labour, but by the expenditures 
socially necessary for producing a unit of the given goods 
under modern conditions. The social cost of production 
of the extractive industry and agriculture is determined 
(the demand and supply being equal) by the expenditure 
of labour in the extreme, least productive sectors. The 
market value of goods is regulated by the expenditure 
of labour at enterprises of average efficiency provided 
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2. COLIN CLARK’S “STRUCTURAL” 
CONCEPTION OF ECONOMIC DEVELOPMENT 


Clark’s conception of economic development is 
supposed to confirm his social philosophy, name- 
ly, that with appropriate state intervention 
capitalism will move in the direction of 
increasing abundance and equalisation of 
incomes. Concisely his conception of economic 
development may be stated as follows: Produc- 
tion is divided into three seclors—agriculture, 
industry and services. Productivity tends to rise 
more slowly in agriculture and services than in 
industry, 

With increasing incomes of the population the 
structure of the demand changes: first, the share 
of the demand for agricultural produce 
decreases and that for industry increases, then 
the share of the industry also diminishes and 
because of this the’ share of services 
increases. The different rates of increase 
in productivity and the change in the structure 
of the demand ‘cause changes in the structure of 
production and employment. Every country goes 
through the following stages of development: 
agrarian (the productivity in the country rises 
slowly), industrial (the increase in productivity 
reaches its maximum) and predominant expan- 
sion of the sphere of services (the rates of 
increase in productivity slow down again). In 
the last stage the per capita production increases 
comparatively slowly, but then small enterprise 


es 


the supply and demand coincide 


time. If, however, there is a chronic surplus of goods, 
the regulating influence on yalue is exerted by “marginal” 
(in the given case the most efficient) enterprises. 
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over a long period of 


flourishes, and the incomes of labour, capital and 
landowners become spontaneously equalised.* 

Clark thus conceives “natural” economic de- 
velopment, provided the stale succeeds in 
paralysing the activities of the monopolies 
“aimed at curtailing production”. 

Clark considers the increase in real per capita 
income the main index “of economic progress”. 
According to Clark, real income is created in 
three spheres of activity: “Primary industry”, 
“manufacture” and “service industry”. “Primary 
industry” includes cropping, stock raising, for- 
estry and fishing, i.e. the branches which, 
according to Clark, depend on immediate and 
direct utilisation of the natural resources. As for 
the extractive industry, Clark includes it in some 
cases in the “primary industry” and in others— 
in manufacture, making the reservation that this 
branch represents an “independent category”. 
He defines manufacture as “the continuous 
transformation, on a large scale, of raw materials 
into transportable products”. 

It is clear that many branches of production, 
which together with services are unified in the 
“service industry”, remain outside this classifi- 
cation. They include construction, transport and 


# We have qualified Clark's variety of bourgeois 
theory of economic development as “structural” not only 
on the basis of the conception of structural changes, but 
also because of the author's own terminology. Clark 
wrote; “Movements showing a sustained tendency over 
a long period are defined as secular, long-period or struc- 
tural phenomena. .-- It appears that the word ‘structural’ 
might have preference, because it draws attention to the 
more deep-seated changes in the structure of the economy; 
which changes, and not the mere lapse of time, are the 
determinants of long-period trends.” (Colin Clark, The 


Economics of 1960, p. 88.) 
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communications, trade and finance, the profes- 
sions, government administration and defence, 
personal services and handicrafts.* 

The division of “production” into three sectors 
is based on the conception of national income, 
which originated with Garnier and Lauderdale, 
and which was consummated in the 
works of the “neo-classics” A. Marshall and A. 
Pigou. This conception also serves as the initial 
basis for all of Clark’s statistical calculations and 
theoretical conclusions drawn from them. 
According to Clark, the real national income is 


the current production of goods and services in 
each community, 


; 1 measured in a certain way: 
The national income thereby includes all possible 
ieee Ad it is supposed that the national 
Meome is erenler 


5 l not only in material produc- 
lion, as is wa the case, but also by ay wn 
ing that in the sphere 3 it is 


the supply and demand c 
time. If, however, there is a 
the regulating influence on value 

(in the given case the most effici 
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value of similar dwellings.”* The “service” of 
furniture and other durable consumption goods 
are not included not as a matter of principle, but 
only because “a line has to be drawn some- 
where’’,** else the national income would have 
to include the “service” of every pot and pan. 

Such a definition of the national income has a 
double implication. First, modern bourgeois 
economists, using Say’s theory of “the three 
factors of production”, are trying to prove that 
the national income is created in equal measure 
by labour, land and capital. 

Second, they call any kind of activity “pro- 
ductive” labour, trying to obliterate the line be- 
lween the production and services spheres, be- 
tween production and consumption. 

Clark writes: “It was an outstanding error on 
Adam Smith’s part to attempt to exclude services 
from his definition of the real national product.” 
Clark is much closer to the ideas of the Arab 
historian and philosopher Ibn Khaldun, who 
lived four centuries before Adam Smith and who 
“included in his definition of production medical 
service, education, music”.*** Clark ought to 
have paid more attention to the other part of 
the statement of the Arab sage who did not 
include in the conception of “production” the 
“activities based on. . - exploitation or ignorance”, 
including the activities of “public servants who 
receive their shares from public receipts vitiated 
by injustice, oppression and fiscal pressure”. 

Paul Studenski, noted bourgeois specialist in 


* Colin Clark, The Conditions of Economic Progress, 


p. 75. 
** Ibid., pp. 12, 13. 
***: Ibid; p.'6; 
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communications, trade and finance, the profes- 
sions, government administration and defence, 
personal services and handicrafts.* 

The division of “production” into three sectors 
is based on the conception of national income, 
which originated with Garnier and Lauderdale, 
and which was consummated in the 
works of the “neo-classics” A. Marshall and A. 
Pigou. This conception also serves as the initial 
basis for all of Clark’s statistical calculations and 
theoretical conclusions drawn from them. 
According to Clark, the real national income is 
the current production of goods and services in 
each community, measured in a certain way. 
The national income thereby includes all possible 
incomes, and it is supposed that the national 
income is created not only in material produc- 
tion, as is actually the case, but also by any form 
of activity, including that in the sphere of trade, 
finance, the state machinery, and that it is 
created not only by people, but also by things 
(instruments of labour, the land and even 
consumer goods). Thus the sum of the annual 
national income also includes the value of the 
“service” rendered by houses even if they are 
occupied by their owners. Clark writes: “In an 
industrial community, the most important 
‘unsold’ element in national income is the own- 
er-occupied house, to which a value can be fairly 
closely imputed from the commercial rental 


* That no scientific principles underlie this classifica- 
tion of branches is also confirmed by the fact that Clark 
himself recarved this “classification”. Thus in The Econ- 
omics of 1960 he unconditionally ascribed construction, 


mining and electric power production to secondary 
branches. 
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value of similar dwellings.” The “service” of 
furniture and other durable consumption goods 
are nol included not as a matter of principle, but 
only because “a line has to be drawn some- 
where” ** else the national income would have 
to include the “service” of every pot and pan. 

Such a definition of the national income has a 
double implication. First, modern bourgeois 
economists, using Say’s theory of “the three 
factors of production”, are trying to prove that 
the national income is created in equal measure 
by labour, land and capital. 

Second, they call any kind of activity “pro- 
ductive” labour, trying to obliterate the line be- 
tween the production and services spheres, be- 
tween production and consumption. 

Clark writes: “It was an outstanding error on 
Adam Smith’s part to attempt to exclude services 
from his definition of the real national product.” 
Clark is much closer to the ideas of the Arab 
historian and philosopher Ibn Khaldun, who 
lived four centuries before Adam Smith and who 
“included in his definition of production medical 
service, education, music”.*** Clark ought to 
have paid more attention to the other part of 
the statement of the Arab sage who did not 
include in the conception of “production” the 
“activities based on... exploitation or ignorance”, 
including the activities of “public servants who 
receive their shares from public receipts vitiated 
by injustice, oppression and fiscal pressure”. 

Paul Studenski, noted bourgeois specialist in 


* Colin Clark, The Conditions of Economic Progress, 
P. 75. 
** Ibid., pp. 12, 13. 
*** Ibid., p. 6. 
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problems of national income, said for Clark what 
the latter did not dare say himself: “Although he 
never said so, Clark’s approach implied that all 
government services were final products.”* Any 
policeman is, according to the methods of the 
“socialist” Clark, a creator of the national 
income.** : 

The vulgarisation of the concept of national 
income in Say’s “triune formula” consists in its 
perverted answer to the question: who, what 
factors create the national income? The Marshall- 
Pigou formula, which includes Say’s formula, 
perverts the answer to another question: where, 
in what sphere of activity is the national income 
produced? This formula not only disguises the 
class nature of production of the national income 
under capitalism, but also misrepresents the 
extent of the national income. 

It is particularly important to take this last 
factor into account when considering the con- 
ception of Clark and his followers. In the first 
place, Clark’s conception of the national income 
sharply exaggerates the extent of the national 
income in general and in the countries with an 


* Paul Studenski, The Income of Nations. 
Measurement and Analysis: Past and Present, Ne 
1958, p. 203. 

** Emile James, French bour, 
mic thought, notes that even Cl 
were somewhat shocked at the doubtful characters which 
were included in the “service industry” (the “third sector”) 
and thus became “income producers”. James writes: “The 
critics of Clark’s theory often observed that this sector 
is devoid of homogeneity, that among the people whose 
activities are connected with this sector one may meet 
a monk and a prostitute... .” (Emile James, The History 
of Economic Thought of the 20th Century (Istoriya eko- 


nomicheskoi mysli 20 veka), Foreign Languages Publishing 
House, 1959, p. 491.) 


Theory, 
w York, 


geois historian of econo- 
ark’s bourgeois colleagues 
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inflated “services” sphere in particular; second, 
it distorts the structure of the national income; 
third, it disguises its real movement. 

If, for example, stagnation is observed in the 
sphere of material production of a country, but 
the “services” sphere expands, then, according 
to Clark, there is an increase in the national 
income, whereas actually it has not changed. The 
“convenience” of this conception is that the 
increase in parasitic consumplion can be passed 
for an increase in production. According to the 
calculations of the Soviet economists Paltsev and 
Kolganov, the national income computed by 
official bourgeois statistics using A. Marshall and 
A. Pigou’s recipes is 25-30 per cent higher than 
the actual national income.* Such overstatement 
is not accidental. In the U.S.A., as Clark himself 
observes, the official data on the national income 
include all government expenditures because 
“|. there might be Congressional repercussions 
if any revisions in the methods of compiling 
figures of national income were to bring about 
an apparent reduction in the total”.** It seems 
that the modern economists of the U.S.A., who 
exaggerate the data on the national income, do 


so on strict orders.*** 


* See A. Palltsev, Natsionalny dokhod pri kapitalisme 
(The National Income under Capitalism), Gospolitizdat, 


Moscow, 1954, p. 29. 
** Colin Clark, The Conditions of Economic Progress, 


. 21. 

*** Similar methods are also used by the bourgeois 
economists of the U.N. The statistics of the national 
income proceed from the fact that the national income 
is produced in eleven “branches of economic activity”. 
These are: 1. agriculture, forestry and fishing; 2. mining 


and quarrying; 3. manufacturing; 4. construction; 5. elec- 
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Since it is entirely illogical to include the 
services sphere in production, Clark’s classifica- 
tion of the branches of production in three groups 
collapses. This classification is so obviously 
artificial that it has already for many years been 
an object of attacks even by bourgeois econo- 
mists. 

In point of fact, Clark has included in the 
“service industry” branches belonging to 
material production (transport, construction, 
utilities) and those which for the greater part or 
entirely belong to the services sphere (trade, 
finance and the state machinery). But even to 
bourgeois economists it seems doubtful that, for 
example, the building industry and restaurants 
have more in common than construction and 
industry. 

Criticising Clark’s classification P. Studenski 
suggests his own, namely: 1. agriculture including 
forestry and fishing; 2. industry and trade 
including also construction, utilities, transporta- 
tion, communications, banking, insurance and 
real estate; 3. services including services of 
dwellings, services of severnment, and miscel- 
laneous other services.* But such classification 
is also untenable since it likewise proceeds from 
an unscientific conception of the national in- 
come. 

The author: 


s of this classification assert that it 
is based on 


a single principle, namely, production 


tricity, gas, water and sanitary sources; 6. transportation, 
storage and communications; 7, wholesale and retail trade: 
8. banking, insurance and real estate; 9. ownership of 
dwellings; 10. public administration and defence; 11. other 
services—domestics, professions, trades, hotels, restau- 
rants, ele. (P, Studenski, op. cit 203.) 


* Paul Studenski, op. cit., p. 2 
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of national income in different spheres of social 
aclivily. Actually such classification puts on the 
same level the branches of material production 
which really create the national income and 
branches of the services sphere which exists al 
the expense of redistribution of the income. Of 
course, the line between the production and 
services spheres is very mobile. Many production 
processes continue and end in the services sphere 
and vice versa so that statistically it is at times 
difficult to draw a line. Some forms of activity 
formerly far removed from production are now 
gradually becoming its inalienable part (this 
applies particularly to a number of branches of 
applied science, the system of information, etc.). 
Some branches of the services sphere are closely 
linked with production and directly affect it; 
these include education and occupational training 
of personnel, public health, finance and govern- 
ment administration. It is important to take into 
account that the very organisation of activity in 
these spheres and the character and degree of 
their influence on material production depend 
decisively on the economic basis of society, ie. 
the system of social relations within the material 
production itself. But when the bourgeois 
economists identify different spheres of appro- 
priation of the national income with the spheres 
of its production they thereby deprive the state 
policy of the developing countries of a correct 
orientation in one of the most important ques- 
tions, namely: in what spheres is the national 
wealth created and what branches require the 
quickest possible expansion? In all fairness it 
must be observed that the policy of many devel- 
oping countries ignores the conception of 
national income under consideration. Decisive 
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importance in these countries is being attached 
to developing the branches of material produc- 
tion. 


3. LAWS OF “INCREASING” AND 
“DIMINISHING” RETURNS 


Clark’s arbitrary classification of production 
and services spheres in three divisions is not at 
all accidental. In his opinion, each of the three 
aforementioned branches develops in accordance 
with its own special laws. Clark writes: “There 
are some quite wide and important differences 
between the general economic laws under which 
the three divisions operate.”’* 

What are these laws? On the present level of 
scientific and technical knowledge, Clark 
explains, “primary industry” is in general gov- 
erned by the “law of diminishing returns”, As 
for industrial production, it Operates under 
the “law of increasing returns”, 

This second law plays 
Clark’s conception of econ 


writes: “Increasing returns is the state of affairs 


Specified group 
it will be seen, 
improvements due to 
dge, better education, 
better organisation, better use of national 
resources or any such cause; except where such 
scientific knowledge, etc., itself became avail- 


able, or became capable of application, as a 
ae 

* Colin Clark, The Conditions of Economic Progress, 
p. 490. 
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consequence of the increased scale of produc- 
tion.’** 

The theory of “increasing returns” was brought 
to the fore after World War I by the bourgeois 
economist A. Young to explain Great Britain’s 
lag behind the U.S.A. in labour productivity. 
Young tried to clear the British monopolies of 
the charge of impeding technical progress, un- 
willingness to invest capital within the country, 
insufficient enterprise and parasitism. He argued 
that with the same technical level, enterprise, 
etc., a larger population and a larger scale of 
production create wider opportunities for a divi- 
sion of labour and, consequently, for raising its 
productivity. 

A. Young wrote: “First, the mechanism of in- 
creasing returns is not to be discerned adequately 
by observing the effects of variations in the size 
of an individual firm or of a particular industry, 
for the progressive division and specialisation of 
industries is an essential part of the process by 
which increasing returns are realised. What is 
required is that industrial operations be seen as 
an interrelated whole. Second, the securing of 
increasing returns depends upon the progressive 
division of labour, and the principal economics 
of the division of labour in its modern forms are 
the economics which are to be had by using 
labour in roundabout or indirect ways. Third, the 
division of labour depends upon the extent of 
the market, but the extent of the market also 
depends upon the division of labour. In this 
circumstance lies the possibility of economic 
progress, apart from the progress which comes 
as a result of the new knowledge which men 


* Ibid., p- X. 
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are able to gain, whether in the pursuil of their 
economic or of their non-economic interests.”* 

Thus the level of productivity depends upon 
the division of labour and the volume of pro- 
duction, which in turn depend upon the extent 
of the market. As for the extent of the market, 
according to Young, it is determined by the pop- 
ulation body. 

It is obvious, however, that the extent of the 
market depends both on the country’s population 
and the per capita income. The latler is to a 
decisive degree determined by the extent to 
which machinery is available to labour and by 
the employment of the population, i.e., by eco- 
nomic and not demographic factors. India, where 
the population is 2.4 times that of the U.S.A. and 
nine times that of Britain, has a domestic mar- 
ket (determined by the volume of the gross do- 
mestic product) which is about one-fifteenth that 
of the U.S.A. and less than half that of Britain. 

As for the countries with about the same level 
of development of the productive forces, here, 
too, the extent of the domestic market, in so far 
as it depended upon the population, played no 
decisive role in the productivity of national la- 
bour. As a matter of fact, many West European 
countries with a comparatively small population 
have about the same level of labour productivity 
as the large European countries. The reason for 
it is that the economy of developed capitalist 
countries rests not only on the domestic, but also 
on the world market; as a rule, the smaller the 
country the more it depends on foreign trade. 

Bourgeois economists who emphasise the dif- 
ficulties of realisation, the relative narrowness 


* Colin Clark, The Conditions of Economic Progress, 
pp. 343-44, 
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of the market, in the final analysis reduce the 
market problem to non-economic factors—psy- 
chological, technical and demographic. This is 
precisely what Young and Clark do, ignoring the 
fact that actually the market problems are con- 
ditioned by the capitalist relations of ownership, 
distribution and competition. 

Historically, capitalism creates a market for 
itself by ruining the small producers and by 
seizing colonial markets. The growth of mature, 
developed capitalism is based mainly on the 
market it creates for itself in the process of ac- 
cumulation of capital, on the deepening intra- 
and international division of labour and the 
growth of production and, especially unproduc- 
tive consumption. The Marxist proposition on 
the relative narrowness of the capitalist market, 
which periodically results in absolute overpro- 
duction, underloading of production capacities, 
unemployment and a decline of production, has 
nothing in common with the theory of stagna- 
tion. This narrowness of the market does not 
stop the development but exerts an impeding, 
retarding influence on it since capitalism proves 
unable to ulilise in full measure the productive 
forces which it has itself called to life. Else it 
“finds” application for them in the arms race 
and destructive wars. 

According to Clark’s calculations, when the 
output of some product in the U.S.A. and Great 
Britain is the same, labour productivity is 26 per 
cent higher in the U.S.A, than in Britain. Clark 
makes one more concession to facts. He supple- 
ments Young’s proposition on the restrictive role 
of the numbers of the population in the develop- 
ment of production by a thesis about the restric- 
live role of monopoly and protectionism, but at 
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the same time treats these phenomena as an evil 
which can be coped with within the framework 
of state-monopoly capitalism. 

But are there any laws of “diminishing” and 
“increasing” returns? In the first place it should 
be noted that the formulation of each of these 
“laws” contains two entirely heterogeneous and 
contradictory assertions. Clark’s assertion that 
prolonged expansion of production (allegedly 
accompanied by a decrease in labour productivity 
in agriculture and an increase in the manufactur- 
ing industry) may be carried out in practice 
without any changes in the technology and 
organisation of production is unreal. 

Any appreciable increase in the volume of 
production, both in an individual enterprise and 
in a whole industry, involves introduction of 
new machinery and technology, a deeper division 
of labour and a change in the organisation of 
production. Qualitative changes in the methods 
of production, and not just an increase in its 
volume, are the cause of the rise in labour pro- 
ductivity. This applies not only to industry, but 
also to agriculture. 

Completely applicable to the “law of dimin- 
ishing returns” is what Lenin wrote about its 
twin—the “law of diminishing fertility”. In his 
work The Agrarian Question and the Critics of 
Marx Lenin noted: “In order to increase the 
quantity of capital invested in land to any con- 
siderable degree, new machinery must be invent- 
ed, and there must be new methods of land 
cultivation, stock-breeding, transport of products, 
and so on and so forth. Of course, ‘additional 
investments of labour and capital’ may and do 
take place on a relatively small scale even when 
the technique of production has remained at the 
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same level. In such cases, the ‘law of diminishing 
returns’ is applicable to a certain degree, i.e., in 
the sense that the unchanged technique of pro- 
duction imposes relatively very narrow limits 
upon the investment of additional labour and 
capital. Consequently, instead of a universal law, 
we have an extremely relative ‘law’—so relative, 
indeed, that it cannot be called a ‘law’, or even 
a cardinal specific feature of agriculture.””* 

But is it possible that the volume of production 
should increase despite the invariable technology 
and that it should be accompanied by a stagna- 
tion of or even a decrease in labour productivity? 
Such a situation may arise under conditions of 
small peasant production when the increase in the 
number of producers is attended with a break- 
ing-up of the farms and brutal exploitation 
by large landowners, trade and industrial capital. 

In general the dynamics of agricultural labour 
productivity is explained not at all by the opera- 
tion of the “law of diminishing returns”, but by 
the social and economic conditions of produc- 
tion, the monopoly of private landownership 
rendering capital investment in agriculture diffi- 
cult. As landownership concentrates in the main 
capitalist countries directly and indirectly in the 
hands of monopolies and banks, agricultural 
enterprises enlarge, agricultural machinery is 
extensively introduced, labour productivity and 
the “returns” increase. 

The difference between the development of 
large-scale capitalist production and small peas- 
ant holding crushed by triple oppression Clark 
passes for a “natural” difference. The incorrect- 


ness of such interpretation is attested even by 


* Lenin, Collected Works, Vol. 5, p. 109. 


the data cited by Clark himself. For example, 
where small producers are in considerable meas- 
ure excluded and production is conducted on a 
capitalist basis the dynamics of labour producli- 
vily in agriculture do not essentially differ from 
those in industry. 


Average Annual Rates of Change in Output per Unit 
of Labour Input in the U.S.A, (per cent )* 


Ra ee a = anspor- | Electric 

Date poa Mining Manutao ‘Mranepor Utilities 
Before 1899| 1.1] 2.0| 4.7 (3.0) (1.7) 
1899-1909 0.0 1.0 L 1.4 7.4 
1909-1919 0.0 Ast 0.8 3.6 8.3 
1919-1929 1.2 4.2 5.6 2.6 4.9 
1929-1937 0.8) 3.5 1.8 2.9 6.5 
1937-1948 3.8 12 1.4 3.2 6.5 
1948-1953 6.2 | 4.8 3.0 aT 7.7 

\ 


From 1870 to 1940 the productivity of U.S. 
agriculture increased an average of 1.6 per cent 
per annum, and from 1940 to 1953 at an annual 
rate of 6.3 per cent. From 1957 to 1962 the 
annual increase jn output per one employed in 
the U.S.A. amounted to 5.1 per cent in the ex- 
tractive industry anq 3.3 per cent in the manu- 
facturing industry. At the same time during the 
aforesaid Period the increase in the volume of 
production in the manufacturing industry only 
slightly (20 per cent) exceeded the increase in 
productivity; in the extractive industry the vol- 
ume of production did not increase at all and 
thus the increase in output resulted in an absolute 
curtailment of employment. In Great Britain the 


* John W. Kendrick, Productivity Trends in the United 
Slates, Princeton, 1961, pp. 152-53. 
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average annual increase in farming output was 
0.7 per cent from 1860 to 1930 and 4 per cent 
during the subsequent 20 years. 

It would seem that the agriculture of the less 
developed countries of the capitalist world where 
labour productivity shows a tendency towards a 
decrease might serve as a reliable asylum for the 
“law of diminishing returns”. But here too this 
tendency expresses the operation of factors which 
Clark does not even dare mention, namely, mer- 
ciless exploitation by foreign capital, dwarf 
farms, feudal oppression within the countries, 
etc. 

It must not be forgotten, for example, that 
Britain’s industrial development was not only 
carried out through the plunder of India, but 
that British domination also hurled this country 
far back, destroyed its industry and depopulated 
its cities. Twenty-six million people starved to 
death in India between 1876 and 1900 alone.* 

True, Clark is calling on the developed coun- 
tries to help the backward nations to overcome 
the action of the “law of diminishing returns”. 
He writes: “If... we decide to neglect our ob- 
vious duty, and do nothing to help the hungry 
countries obtain the transport, communications 
and fertilisers which they require, we can see 
what will happen.”** But the real essence of the 
problem is not at all in the “Jaw of diminishing 
returns”, It is much simpler: the imperialist 
states must immediately and unconditionally 
return to the underdeveloped countries at least 
part of the wealth of which they robbed them. 

Another assertion contained in the formula- 

* D, Latifi, India and U.S. Aid, Bombay, 1960, p. 4. 

** Colin Clark, The Conditions of Economic Progress, 
p. 324. 


tions of the aforesaid “laws” is that the changes 
in labour productivity are conditioned by changes 
in the volume of production, and Clark is trying 
to establish a direct functional relation between 
these indices. He subscribes to the conclusions 
of the Dutch bourgeois economist Verdoorn that 
“increasing real product per man-hour is a func- 
tion of aggregate real product, and that the level 
of the former is proportional to the square root 
of the latter’’.* It is true that under modern capi- 
talism the limitation of the volume of production 
impedes the rise in labour productivity. However, 
there is no direct functional relation between 
these indices. The influence of the volume of 
production on labour productivity is mediated 
by technical progress in all its forms and mani- 
festations, and this progress depends not only 
on the volume of production. It should be noted 
that Clark does not draw a clear line between 
the concepts of “productivity” and “returns”; 
from his statements it appears that increased 
returns always attest to a rise in productivity. 
But for modern capitalist production with its 
high overhead and chronic underloading of the 
production capacities the possibility of increas- 
ing the volume of production means a reduction 
in expenses per unit of output and, consequent- 
ly, increased returns even if the labour produc- 
tivity does not change. 

While noting the relationship between the vol- 
ume of production and productivity, it must be 
said that both are wholly governed by the laws 
of capitalism. Under conditions of a slow in- 


* Colin Clark, The Conditions of Economic Progress, 
p. 356. In his new book British Trade in the Common 
Market (London, 1962) Clark writes that this coefficient 
is between the square and cubic roots. 
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crease in the volume of production the capitalists 
seek ways and means of cutting the costs and 
increasing the rates of profit, including the in- 
troduction of new machinery and raising the 
productivity of labour, which leads to an enor- 
mous increase in unemployment. As a result of 
an analysis of statistical material Clark is forced 
to draw the following conclusion: “We obtain 
the interesting result that ... increasing total 
output has a more beneficial effect upon output 
per man-hour than it had in the nineteenth 
century, but that for an industry to have a sta- 
tionary total output, which probably meant a 
stationary level of output per man-hour in the 
nineteenih century, allowed a rise in output per 
man-hour at the rate of 15 per cent per decade 
in the period 1899-1929, 33 per cent per decade 
in the period 1929-1939."* These figures attest 
that under modern capitalism an increase in 
labour productivity may not be accompanied by 
an increase in the volume of production. There- 
fore, to absolutise the one-sided relation be- 
tween the volume of production and labour pro- 
ductivity, as it is done by Clark, means to avoid 
analysis of the real laws of capitalist produc- 
tion and to replace it by a discourse on superficial 
correlations. 

Under which of the two “laws”—increasing or 
diminishing returns—does productivity change 
in the sphere of the “service industry”? It turns 
out that it obeys both laws at the same time. 

Whereas retail trade and transportation are 
characterised by operation of the “law of in- 
creasing returns”, pbuilding and small crafts are 


* Colin Clark, The Conditions of Economic Progress, 
p. 364. 
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governed by the opposite law. Clark substanti- 
ates this with regard to building as follows: 

“Building appears to be a genuine ‘Diminishing 
Returns’ industry. The available supply of skill, 
both manual and managerial, is very limited, 
and cannot be rapidly enlarged, and therefore 
any expansion of the scale of the industry in- 
volves employing men of strength or skill below 
the previous average, and there appear to be no 
appreciable economics of large-scale organisation 
to off-set this.”* 

Clark arrives at the conclusion that on the 
whole productivity in the “service” sphere is 
rising much more slowly than in industry. 

Actually, however, as regards transportation 
and building, the changes in labour productivity 
here do not essentially differ from the similar 
processes in the other branches of material 
production. 

The dynamics of labour productivity in build- 
ing have certain peculiarities compared with the 
manufacturing industry for a number of histor- 
ico-relative reasons. However, this does not 
warrant the assertion that this branch operates 
under some special laws which govern the 
increase in labour productivity and by virtue of 
which labour productivity in the service sphere 
increases more slowly than in industry, Equal 
rates of increase in labour productivity in differ- 
ent branches of the economy over a certain 
period of time cannot be expected since scient- 
ific and technical progress takes place very 
unevenly, especially under conditions of the 
capitalist anarchy of production, 


* Colin Clark, The Conditions of Economic Progress, 
pp. 381-82. 
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Although building made very rapid progress 

in the first half of the 20th century, it neverthe- 
less lagged considerably behind the manufactur- 
ing industry and transportation. Actually the 
survivals of manufactory methods in building 
were eliminated in the main capitalist countries 
only after World War II, and building has 
become a branch of modern industry in the true 
sense of the word. Moreover, the two world wars 
have particularly deeply affected labour produc- 
tivity in the building industry. This branch 
usually suffers the greatest losses in connection 
with the mobilisation of qualified labour power: 
Wars involve enormous destruction. In general 
a post-war situation is usually attended with a 
sharp increase in building, while the building 
industry has less qualified labour power and 
materials than it did before the war. The result 
is a considerable drop in labour productivity in 
building of a number of capitalist countries 
whose industry suffered a good deal of destruc- 
tion. Thus in “Great Britain labour productivity 
in building was about 30 per cent lower in 1947 
than it had been in 1938-39 and was still about 
15 per cent lower in 1956-57." But such data do 
hot in any way warrant the conclusion that 
building is governed by the “Jaw of diminishing 
returns”. ; 
; As for the services sphere, here an “increase 
in labour productivity” objectively means not an 
increase in the national product, but a reduction 
M social expenditures on its realisation and con- 
sumption. The criteria of production are there- 
fore inapplicable to the services sphere. 


* G. C. Allen, British 
tion, L., 1959, p. 310. 
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At the same time, as the practice of modern 
capitalism shows, then non-productive sphere is 
being rapidly “industrialised” and this leads to 
a reduction in the share of live and congealed 
labour per given volume of “service”. Whereas 
the technical backwardness in the non-produc- 
tive sphere formerly gave certain food for Clark’s 
conception, the technical revolution in this 
sphere, the invention of powerful computing 
machines, automata in trade, and domestic ap- 
pliances now take the wind out of the sails of 
the theoreticians of the “exceptionalism” of the 
services sphere. 

In general, the development of the productive 
forces and technology, and the organisation of 
social labour create possibilities for enormous 
economy in live and congealed labour per unit 
of production or “service” both in the production 
and services spheres. If capitalism shows low 
rates of increase in the economy as a whole, 
despite the reverse tendencies in some of its 
branches, it is a result of the fettering influence 
of the capitalist conditions of production. 


4. CHANGES IN THE DEMAND 
STRUCTURE 


To determine the tendencies in the distribution 
of the population in the spheres of production, 
it is important to know not only the tendencies 


in the sphere of labour productivity, but also 
the changes in the demand structure. 

According to Clark, the demand structure 
depends on the per capita income of the popula- 
tion: the higher this level, the greater is the part 
of the income spent on manufactured goods rel- 
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alive to agricultural produce and the greater 
the part spent on “services” relative to manufac- 
tured goods. Clark sees the explanation of the 
changes in the demand structure in the “in- 
crease in the welfare” of the population in the 
capitalist countries. According to his conception, 
agricultural production has already “sated the 
requirements” of the population in the devel- 
oped capitalist countries; the requirements in a 
number of manufactured goods have similarly 
been “sated”; but the requirements in dwellings 
and “service” can never be “sated” and with 
the increase in the per capita income of the 
population the demand will concentrate in the 
“service industry” sector. Clark cites the follow- 
ing figures on the part of the family budgets 
spent on food in the U.S.A. 


Proportion of Income 


Level of Income per 
"S's y Spent on Food 


Head per Annum (1.U.S.)* 


20 0.564 
120 0.331 
220 0.235 
320 0.182 
420 0.449 
Ey We 
620 . 
820 0.086 

1020 0.071 


es Clark draws the conclusion: 
deduced from family budgets 
tion per head per annum 
annum may be 
the hyperbola 


From these figur! 
“The relationship 
between food consump 
and real income per head per 
represented approximately by 


* The “conventional unit” equals the average pur- 


chasing power of one dollar in the U.S.A. during the 
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According to Clark, the consumption of food 
and fuel is expressed in the graph of “satiable” 
demand, while clothes and furniture show an 
accelerated increase in demand with the increase 
in income. 

Clark notes a tendency towards a relative 
decrease in demand for energy and minerals: 
“The rate of increase in the demand for energy, 
like the rate of increase in the demand for certain 
basic minerals and textiles, is slowing down, 
relative to the rate of increase in world produc- 
tion.”* Clark explains this by a number of fac- 
tors, including the rise in fuel prices in the last 
50 years. However, in the long run the index of 
fuel prices rises on the whole at the same rate 
as the general price index. The tendency towards 
a decrease in the share of fuel in the total na- 
tional product is due essentially to the economy 
of fuel in the production of electric and thermal 
power, as well as of the power itself in indust- 
rial production. The decrease in the share of 
mineral and agricultural raw materials in the 
total output is likewise in no way due to the 
relative increase in its prices, as it is assumed 
by Clark. The demand for natural raw materials 
and fuel is in large measure determined by the 
changes in the structure of ultimate consump- 
tion. In the ultimate consumption, especially 
since the end of the war, the share of food and 
textiles has considerably decreased, while the 


* Colin Clark, The Conditions of Economic Progress, 
p. 483. According to Clark, the maximum of fuel consump- 
tion required per unit of real national product was 
reached in Britain in 1880, in the U.S.A. in 1920 and 
in France in 1929. 
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share of consumer durables (engineering and 
building industry products), as well as that of 
services, has increased. 

The inadequacy of Clark’s conception with 
regard to the changes in the structure of con- 
sumption consists, in the first place, in that he 
identifies “satiation” of the effective demand 
with “satiation” of the absolute requirements. 
Actually, however, under capitalist conditions the 
increase in the effective demand is closely linked 
with the contradiction between labour and cap- 
ital, with the class differentiation of the buyers. 
That under capitalist conditions “satiation” of 
the effective demand does not in any way mean 
satiation of the requirements of the population 
is easy to see from the example of consumption 
of agricultural produce by different groups of 
the population of the U.S.A. 

According to George Wheeler, noted American 
economist, in the U.S.A. families with an income 
of 500 dollars and less consume 50 per cent less 
food than families with an income of 1,500-2,000 
dollars and only 1/3-1/5 that consumed by fam- 
ilies with an income of 5,000 dollars.* 

The insufficiently stable effective demand and, 
in the final analysis, inadequate incomes of a 
considerable section of the population are the 
main hindrance to the increase in agricultural 
production in most capitalist countries. Addi- 
tional factors in underdeveloped countries are 
backward semi-feudal relations in the country- 
side, lack of means for capital investments in 
agriculture and the associated industries produc- 
ing machinery, fertilisers and chemical pest- and 


* George Wheeler, Disarmament and the American 
Economy, New York, 1960, p. 49. 
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weed-killers, building irrigation systems and 
roads, producing electric power, etc. 

According to Edouard Bonnefous, French econ- 
omist, in the last 20 years the population of 
Asia has increased 35 per cent and production 
of food only 22 per cent; in Latin America the 
figures are respectively 58 and 48 per cent, and 
in Africa 46 and 44 per cent.* The “satiation 
of the capitalist food market is an invariable 
concomitant of the starvation of hundreds of 
millions of working people. As Hernan Santa 
Cruz, Deputy Director-General of Food and Ag- 
riculture Organisation (FAO) stated in November 
1962, between 300 million and 500 million people 
are starving and more than 1,000 million people 
are undernourished.** 

Contrary to Clark’s “functional” model (the 
structure of demand is a function of the per 
capita income and the structure of employment 
is a function of the structure of demand and 
productivity) reality contains deeper and more 
contradictory interrelations. The structure of 
effective demand expresses the totality of the 
social, economic and technological interrelations 
of capitalist production. Clark essentially only 
describes some of the external changes in de- 
mand without giving them a deep explanation. 

The changes in the structure of the total 
effective demand under modern capitalism are 
due to: a) altered production requirements owing 
to the different rates of economic development 
of a number of countries, technical progress, 
changes in the capital capacity and material 


* Edouard Bonnefous, La t 
Paris, 1960, p. 20. 
** Pravda, November 28, 1962. 
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capacity of production; b) development of state- 
monopoly capitalism, enormous growth of mil- 
itarism and the state apparatus, as well as an 
excessive inflation of the trade and financial 
sphere; c) changes in the conditions of the work- 
Ing people (for example, increased requirements 
in education, means of conveyance and com- 
munication, household goods, etc.). 

These factors (and a number of others) form 
the content of the tendencies in the demand 
structure to which Clark at times gives but a 
superficial explanation. 


* * # 


Examining the problem of economic develop- 
ment and increase in labour productivity from 
the point of view of the resources of accumula- 
tion of capital Clark does not consider capital 
to be a determining or limiting factor in all 
cases. “Increases in industrial productivity are 
often (but not always) prought about by 
increased use of capital equipment of various 
kinds. It will not do, however, to claim that the 
whole world can be raised to a high standard 
of productivity merely by an abundant prov- 
ision of capital. Often considerations of the 
extent of the market, transport costs and other 
factors would make the installation of certain 
equipment entirely uneconomic however easy it 
were to obtain the capital. 

“We should not, however, §0 too far in this 
direction and deny that the availability of cap- 
ital, or the price of capital equipment, has any 
bearing on the question of whether or not 
manufacturers install it.* 


* Colin Clark, The Conditions of Economic Progress, 
p. 369. 


247. 


Such an approach is quite understandable 
under the conditions of a chronic relative sur- 
plus of capital in imperialist states and it does 
not in principle differ from the approach of the 
Keynesians who racked their brains not over 
how to ensure accumulation, but over where to 
apply the accumulating capital. According to the 
Keynesians, in a developed capitalist society by 
virtue of a “growing propensity to save”, on the 
one hand, and the decreasing “marginal efficiency 
of capital”, on the other, a surplus of the saved 
part of the national income over its invested part 
is formed. This surplus the Keynesians recom- 
mend to liquidate by two main methods: by in- 
creasing non-productive consumption (through 
deficit financing of state expenditures) and by 
extending the possibilities of profitable capital 
investments in the economy (through lowering 
interest rates on bank credits). Thus the entire 
economic policy of Keynesianism proceeds from 
the assumption of a chronic danger of surplus 
capital formation. 

Whereas Keynes’ followers hold that capilal- 
ism is threatened by a chronic surplus of capital, 
Clark is more optimistic, Although the demand 
for capital depends on the capital-product 
ratio, which in recent decades has been 
decreasing, the supply of capital depends on the 
share of the savings in the national income, 
which (as Clark, contrary to the assertions of 
the Keynesians, holds) has in general remained 
invariable over a period of decades. That is why 
Clark arrives at the conclusion that in foresee- 
able future the excess of capital will be moderate. 

Defining capital as “reproducible wealth used 
for purposes of production” and including the 
housing resources in it Clark offers his explana- 
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tion of the dynamics of the capital-product 
ratio. He suggests a number of propositions, 
including: a) economy on capital conditioned 
by large-scale production; b) increase in the 
intensity with which the means of conveyance 
and communications, the electric power stations, 
etc., are utilised; c) increase in the number of 
“capital saving inventions” compared with the 
“labour saving inventions”; d) relative reduction 
in expenses on housing and building in general 
in view of the relative rise in building costs.* 

On the whole Clark is trying to ascribe the 
decrease in capital capacity to the increased 
efficiency of capitalism in the use of the pro- 
ductive forces. But modern capitalism is not at 
all using the productive forces effectively and 
the underloading of the production capacities is 
a factor of an increase in the capital capacity of 
production. A considerable share of production 
capacities remains unused even in those capitalist 
countries where the rates of economic growth 
are relatively high. For example, in West Ger- 
many because of incomplete utilisation of the 
production capacities in recent years the level of 
industrial production has been at least 20 per 
cent below its potentialities, which is equivalent 
to freezing almost 30,000 million marks of fixed 
capital. 

The capital capacity of production is a very 
complex index reflecting the interaction of many 
contrary tendencies. The capital-product ratio, 
i.e. the correlation between the value of 
all the capital invested in production and the 
value of the social product has in recent decades 


* Colin Clark, The Conditions of Economic Progress, 
pp. 569, 571. 
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been manifesting a certain tendency towards 
diminution. The capital-product ratio is, in 
particular, the lower, the faster the turnover 
of the material elements of capital and the higher 
the degree of exploitation of wage labour. The 
capital-product ratio diminishes in the measure 
in which the increase in labour productivity out- 
strips the increase in the fixed productive capital 
available per worker. This is due to the higher 
efficiency of modern technology as a result of 
scientific and technical progress and disguises 
the relatively low efficiency of the capitalist 
organisation of social production. 

Another important reason for the tendency of 
the capital-product ratio to diminish is the 
shorter turnover of the material elements of 
capital as a result of accelerated technical prog- 
ress, quicker moral depreciation of the equip- 
ment and decrease in the share of new capital 
construction. Cramped by narrow markets the 
monopolies in many branches of production try 
not so much to expand production as to cut 
expenses; they abstain from new construction 
and try to replace or modernise the operating 
equipment. 

Analysing the factors determining the supply 
of capital Clark writes: “We are bound to con- 
clude that we do not yet have sufficient accurate 
figures of net saving to make any thorough anal- 
ysis of the factors which determine it.... Where 
we have moderately good information over â 
long period, as for the U.S., we find a general 
tendency for the ratio of net savings to net in- 
come to be comparatively constant over a long 
period.”* And further: “That the proportion of 


* Colin Clark, The Conditions of Economic Progress, 
pp. 609-10. 
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income saved should not change very much over 
a long period in which real income per head is 
increasing, is at any rale sufficient evidence to 
discount the crude ‘stagnationist” theory” which 
in the U.S.A. may be called “Keynesian”. Ac- 
cording to Clark, such a theory is as clearly 
inapplicable in the long period as it is applicable 
in the short period.* 

Since families with a higher income “save” a 
larger part of it, for the total share of the savings 
in the national income to remain constant, 
while the national income per capita increases, 
a general diminution must, in course of time, 
occur in the share of savings in individual 
incomes. 

The statistical data cited by Clark indicate that 
a tendency towards a diminution in the share 
of the savings of the individual incomes was 
actually observed in the U.S.A. from 1901 to 1953. 
He therefore opposes the Keynesian conception 
of the “marginal propensity to save” and the 
Keynesian theory of chronic surplus of capital. 
Nor does Clark’s theory take into consideration 
the increased role of the intra-corporation ac- 
cumulations in the accumulating share of the 
national income, and, what is most important, 
evades the issue of the effect produced on ac- 
cumulation of capital by such factors as mo- 
nopoly domination and the contradictions of cap- 
italist reproduction. Clark thus establishes two 
tendencies which are the exact opposites of those 
underlying the Keynesian conception, namely: 
instead of the tendency towards an increase in 
the capital-product ratio, a tendency towards its 
diminution, and instead of an increase in the 


* Ibid., pp- 610-11. 
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share of the savings in individual incomes, a 
tendency towards a diminution in this share. 
Actually, however, the efficiency of capital 
investments is increasing by virtue of the tech- 
nical progress in production, transportation and 
communications, and the same amount of capital 
produces a higher yield in social product, and 
an increasingly smaller share of this social pro- 
duct has to be invested to maintain a definite 
rate of product growth. This creates additional 
difficulties and contradictions in realising the 
social product. State-monopoly capitalism is 
trying to resolve them by increasing unproductive 


consumption, primarily in the form of the arms 
race. 


5. PROBLEM OF EMPLOYMENT AND 
DISTRIBUTION OF THE NATIONAL 
INCOME 


According to Clark, the change in the structure 
of employment is determined by the interaction 
between the increase in labour productivity and 
the changes in the structure of the demand. 

“The problem is, how the distribution of the 
labour force between these three [agriculture, 
industry, services—Ed.] fields will be affected 
by increasing real income per head. The problem 
falls into two parts. As real income per head 
increases, it is quite clear that the relative de- 
mand for agricultural products falls all the time, 
and that the relative demand for manufacture 
first rises, and then falls in favour of services. . - - 
Given these expected changes in demand, we also 
have to take into account the efficiency with 
which the different industries will work t° 


252 


supply them. Real product per man-hour in 
manufacture, for example, nearly always ad- 
vances at a greater rate than real product per 
man-hour in other sectors of the economy. For 
that reason a slalionary relative demand for 
manufactures would lead to a decreasing propor- 
tion of the labour force to be employed therein. 
Even when the relative demand for manufactures 
is increasing, we still generally expect, in the 
long run, a decreasing proportion of the labour 
force to be employed therein. 

“Agriculture, in all but the most primitive 
societies, shows a fairly steady tendency towards 
increasing product per man-hour, though not 
usually as rapid as in manufacture; with the 
steadily decreasing relative demand, this can be 
counted on to produce a steadily declining 
agricultural proportion of the labour force. 

“It is in the field of the service industries that 
there has been some doubt . . . while the efficiency 
of transport and commerce, in certain stages of 
a country’s economic development, may advance 
even more rapidly than those of manufacture, 
yet nevertheless it seems to be the case that the 
demand for these services, at such times in- 
creases more rapidly still, and that therefore 
the proportion of the labour force occupied in 
them shows still a tendency to increase.”” 

Finding a rapid increase in the “service indus- 
tries” under modern capitalism Clark applies 
this regularity to all the social systems. He 
“forgets” to mention that under capitalism the 
concrete content of the relative expansion of the 
“service industries” is entirely different from that 


* Colin Clark, The Conditions of Economic Progress, 
pp. 493-95. 
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Tabled 


Industrial Distribution of Labour Force and Employers and Workers on Own Account 


as Percentage of Whole* 
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* Compiled from Clark's book “The Conditions of Economic Progress”, pp. 513, 514, 520. The figures are 


rounded up to 0.1. The figures are not comparable for all periods. 


under socialism, and is in fact, essentially 
opposed to it. 

The accelerated growth of the non-productive 
sphere under conditions of modern capitalism is 
due to a number of factors, including the devel- 
opment of state-monopoly capitalism (army, 
police, state machinery), increase in parasitism 
and decay in economic life (advertising, inflated 
sales apparatus, duplication in scientific research, 
elc), deepening socialisation of the production 
process (various forms of accounting), changes 
in the requirements of the masses owing to the 
changes in the way of life (increased require- 
ments in education and amenities). 

To ascertain the real causes of the changes in 
the structure of employment, it is necessary to 
regroup the data in Clark’s scheme, namely, to 
divide employment not into three, but into two 
spheres and to class transportation, communica- 
tions and building in the production sphere. 

According to the table (see P- 254), between 
1920 and 1950 the share of people employed in 
the production sphere of the main capitalist 
countries diminished (21 per cent in the U.S.A., 
4 per cent in Britain and 7 per cent in France), 
while that in the non-productive sphere has 
increased by virtue of a steep growth in the 
share of those employed in the bourgeois state 
machinery (army, police; officials) and in the 
sphere of commerce and finance. But such a 
change in the structure of employment hardly 
attests progress of the social system. Karl Marx 
wrote: “What a convenient arrangement it is 
that makes a factory girl sweat twelve hours in 
a factory, so that the factory proprietor, with a 
part of her unpaid labour, can take into his 
personal service her sister as maid, her brother 
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as groom and her cousin as soldier or police- 
man!”* This can also very well be used in 
describing a considerable part of the non-prod- 
uctive sphere under the conditions of modern 
capitalism. ; 

In connection with Table 1 it is interesting to 
compare the data given therein with those on 


changes in the structure of employment in the 
U.S.S.R. (in per cent) .** 


1940 | 1958 | 1953 


People employed in: 
industry, building, transport and 


communications. . .. 28 | 38 42 
agriculture |... LLL 0I] 54 | 42 | 34 
trade, public catering, procure- 


ment, material and technical 
supplies and marketing . . . 


branches of the non-productive 
sphere 


LETTE 12 16 18 
including edu 
~ ae es 6 10 13 


a 
a 
o 


The foregoing table shows that under the con- 


ditions of socialism the non-productive sphere 
develops mainly through the development of 
education, science and the public health services. 
As for the people employed in state and eco- 


* Karl Marx, Theories of Surplus-Value, Moscow, 1963, 
p. 195. 
J ** (Without students and servicemen) Narodnoye 
khozaistvo SSSR v 1963 godu (The Economy of the U.S.S.R. 
in 1963), Gospolitizdat, 1964, Under socialism a much 
larger number of commercial employees is engaged Li 
production operations than in capitalist countries where 
very large numbers of those employed in commerce are 
engaged in advertising or directly in selling goods. 
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nomic administration, from 1950 to 1963 their 
number decreased from 1.8 million to 1.3 million. 
It should also be noted that during the period 
indicated the number of people employed in the 
credit and insurance establishments of the 
U.S.S.R. remained almost unchanged, i.e., 300,000. 

The expansion of the services sphere in the 
U.S.S.R. is wholly directed toward satisfying the 
needs of the working masses, whereas in the 
developed capitalist countries the lion’s share of 
the increase in the services sphere goes to the 
bourgeois sections of the population. 

The changes in the structure of employment 
engender changes in the correlation between the 
demand for and supply of various types of work, 
in the structure of unemployment and in the 
wage scales. Clark correctly notes the various 
quantitative changes, but incorrectly interprets 
their motives. He points out that the considerable 
increase in the demand for hired labour in the 
“services sphere” in the U.S.A. and other coun- 
tries was accompanied not by a rise, but by a 
fall in relative wages in this sphere because of 
the enormous supply of labour; he explains it, 
however, mainly by defects in the educational 
system. He writes: “It can only be concluded 
that the increased supply of skilled labour in the 
U.S.A., created by industrial progress and better 
education, has been more than taken up by the 
increased demand in certain occupations. It ap- 
pears that American education is designed more 
to produce clerical workers than skilled manual 
workers. Thus, between 1910 and 1947, the 
demand for clerical workers and salesmen in the 
U.S.A. rose from 10.2 to 18.2 per cent of the 
occupied population, yet the supply of this la- 
bour was so abundant that its relative remunera- 
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lion was heavily reduced. During the same period 
the demand for skilled workers only rose from 
11.7 to 13.3 per cent of those occupied, yet 
apparently the supply in a number of occupa- 
tions was deficient.”* 

Examining the changes in the demand for la- 
bour of different qualifications Clark draws the 
conclusion that the demand for skilled labour is 
comparatively stable, is increasing for semi-skilled 
labour and is diminishing for unskilled labour. 
He writes: “It is sometimes claimed that modern 
mechanisation is destroying the demand for 
skilled labour, but in fact the proportion of 
skilled manual workers has increased slightly 
since 1910. There has been a much greater in- 
crease in the number of semi-skilled, but this 
is more than offset by the decrease in the num- 
ber of completely unskilled. It is this latter class 
who are put out of work to the greatest extent 
by mechanical advance, not the skilled men.’** 

However, by using too inclusive a term— 
“modern mechanisation”—Clark has painted a 
clearly one-sided picture. The thing is that 
Clark’s concept of “modern mechanisation” in- 
cludes the replacement of manual labour by 
machine labour, the introduction of the conveyor 
and automation of production. These processes 
operate together and interact, but each of them 
affects different groups of workers. Mechanisa- 
tion of labour-consuming processes reduced the 
demand for unskilled workers, conveyor produc- 
tion—for skilled workers, and, lastly, automation 
drives out all categories of workers, but above 


* Colin Clark, The Conditions of Economic Progress, 
p. 542. 


** Ibid., p. 508. 
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all the semi-skilled workers, i.e., the bulk of 
machine operators. 

One of the factors of the relative reduction in 
the wages of skilled workers is that under modern 
capilalism chronic unemployment has increased 
among all sections of the working people. Clark 
states that “... margins for skill in the United 
States have been extraordinarily reduced during 
the last decade. They may indeed be expected 
to go on narrowing further”.* 

This is attested by the figures in Table 2. 


Table 2 


Relative Wages of Workers in the U.S.A.** 
(Unskilled Urban Labour=1) 


Skilled Men 


n Agricultu- 
Date [ral Labour Engineering | Building [Truck Driving í 
1900 0.52 1.61 2.48 ea 
1913 0:63 1.66 ae as 
2 .04 A 
1938 0:38 3:12 3.36 1.92 
1953 0.44 1.30 1.98 1.38 


Clark interprets this tendency quite one-sided- 
ly, associating it mainly with the rise in the level 
of the country’s industrial development. He as- 
serts that, according to Professor Fisher, “the 
margins between skilled and unskilled wages 
might be expected to be relatively wide in prim- 
itive countries or in countries at an early stage 
of industrial development, and relatively narrow 
in countries with long industrial experience, 

* Ibid., p. 525. 

** Ibid., p. 530. 
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where the acquisition of the required skills and 
education was easier. ™* 

Of course, a high level of industrial develop- 
ment creates favourable conditions for extensive 
training of skilled personnel, but simultaneously 
the demand for them also increases. The diminu- 
tion in the wage-level differences between skilled 
and unskilled workers is in large measure 
achieved as a result of an intense struggle of the 
latter for raising the wage minimum. 

The serious gap in the wages between skilled 
and unskilled workers in the developing coun- 
tries of the capitalist world requires a deeper 
explanation than the one offered in Clark’s book. 
If it were all a matter of greater demand for 
skilled workers than its supply and the difficul- 
ties of learning the requisite skills in the devel- 
oping countries, this could be overcome in the 
course of a few years. But this gap in wages was 
maintained in the less developed countries for 
many decades, and in this we cannot but see a 
calculated policy of the imperialist powers and 
foreign monopolies which spared no efforts in 
resisting the training of national specialists in 
the colonial and dependent countries and pref- 
erred to bring “their own” skilled workers from 
overseas. Both in the economically developed 
and underdeveloped countries of the capitalist 
world a section of skilled workers is bribed by 
the monopolies in order that it may form the 
social support of the monopolies in the working- 
class movement. 

The purport of Clark’s conception manifests 
itself particularly clearly in his examination of 
the causes of unemployment. Clark sees the main 
cause of unemployment in insufficient “social 

* Ibid, p. 525. 
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mobility” and deep “social stratification” of 
capitalist society, in other words, in that the 
structure of supply of labour power adjusts itself 
too slowly to the changes in the structure of 
demand for it. Moreover, he sees the “root of 
all evil” in the “inertness” of the people. in their 
tendency to follow the example of their fathers 
and grandfathers, and in the defects of the edu- 
rational system. “Why are a certain number of 
men, now, offering themselves for employment 
as unskilled labour, or in any other field? In 
spite of all the supposed ‘mobility’ of modern 
society, one of the most important reasons, sta- 
tistically, why men are offering themselves for a 
particular kind of job, is simply that their fathers 
also were engaged in similar employment.’”* 

It is precisely for this reason, Clark assures 
us, that “American society is in danger of form- 
ing highly stratified classes. . . - Children of busi- 
nessmen and farmers constituted three-quarters 
of its numbers.”** 

Clark thus imparts to the concept of “social 
stratification” not a class, but a psychological 
content, He explains it by the inertness of human 
nature, domination of habit, etc. To put every- 
thing back on ils feet, it is necessary to say some- 
thing opposile to what is asserted in Clark’s 
book, namely, that the profound property in- 
equality of the social groups and classes inevitab- 
ly engenders certain traditions. The “inertness” 
turns out to be conditioned not by psychological, 
but by social and economic factors. The difficulty 
of receiving an education and acquiring skills, 
the burden of expenses associated with the 


* Colin Clark, The Conditions of Economic Progress, 


p. 545. 
** Ibid., p. 548. 
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change in domicile, ete., make it extraordinarily 
difficult for a plain working man of a capitalist 
country to change from one branch of the econ- 
omy to another. The way to the upper strata 
of bourgeois society is generally closed to people 
without capital, influential friends, long and 
costly special training. 

To support his thesis that unemployment is 
engendered by “inertness”, “lack of mobility”, 
Clark cites the following figures about the level 


of unemployment among the different occupa- 
tional groups, 


Table 3 


Relative Rates of Unemployment Among Males 
in Different Occupation Groups* 


z da atala la 
s p 2 . H 
Fosa gS |uc|%e|] Eo | En 
BeeS| Bs | sal sa| 28 | 38 
General rate of 
unemployment 
(per cent) . . . | 12.7 | 2.4 | 13.8) 5.5) 18.9 | 49.6 
Ratios to general 
rate: 


Unskilled manual | 2.40 | 2.42 | 2.41/ 2.28} 2.45 | 1.88 
Agricultural wage 


workers . . . . | 0.60 | 0.76 |0.90| 0.74] 0.70 0.99 
Personal service 

workers 0.78 | 1.85 |0.89|1.14| 1.09 | 0.61 
Salesmen and shop 

assistants** . . | 0.62 | 1.05 |0.64 0.63| 0.97 | 0.53 
Clerks ..... 0.43 | 0.57 | 0.67] 0.69] 0.70 | 0.41 


* Colin Clark, The Conditions of Economic Progress, p. 545. 
** Male and female (U.S.A. 1949) 
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As the table shows, unemployment among un- 
skilled workers is nearly always about 2-2.5 
times as high as the average level. This is a very 
interesting fact. It attests not at all the “inert- 
ness” of the workers, but the accelerated dis- 
placement of unskilled labour by machines and 
the fact that under conditions of chronic unem- 
ployment the ranks of unemployed unskilled 
workers are joined by many workers from other 
groups, who have long since lost their jobs and 
their skills, as well as by a part of the ruined 
small producers, war veterans and immigrants. 

The structural disproportions in the demand 
for and supply of labour power are undoubtedly 
one of the sources of unemployment, but these 
disproportions are engendered by the anarchy 
and exploitation typical of capitalism. It is pre- 
cisely the capitalist system that is responsible 
for ihe fact that the transfer of labour power 
from some branches to others and, in the first 
place, from agriculture to industry or the serv- 
ices sphere is accompanied by ruination of the 
masses of peasants and an increase in unem- 
ployment in towns. 

Clark’s conception of economic development 
is supposed to explain two basic series of phe- 
nomena: a) the rates of increase in average 
labour productivity in different countries at 
different periods of history, and b) the dynamics 
of distribution of incomes among the different 
classes of bourgeois society. 

The resultant data received by Clark concern- 
ing the average annual increase in production of 
the “real product” per man-hour in a number of 
countries look as follows:* 

* In his last book British Trade in the Common Market 
(pp. 21-27), Clark cites the following figures: 
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per cent per cent 


-S.A. 1890-1952 2.3 Great . 
eee 1870-1951 2.3 Britain 1870-1895 1.6 
Japan 1914-1929 3.2 1895-1913 0.0 

1929-1940 1.4 1913-1929 1.6 
1940-1952 2.4 1929-1939 0.8 
1939-1953 0.0 
Italy 1901-1925 3.5 F.R.G. 1938-1953 0.0 

1925-1938 0.7 s 
4 Spain 1906-1920 1.0 
1939-1953 3.8 p: 1920.1951 0:0 

Argen- 

Germany 1860-1891 2.0 tina 1916-1951 141.4 
1891-1913 0.6 Brazil 1929-1949 1.0 
1913-1938 1.6 Greece 1891-1951 0.0 


Whereas Clark’s data offer an approximate 
quantitative evaluation of the development of la- 
bour productivity (although distorted as a result 
of the defects in the methods of calculating the 
national income, which we have already exam- 
ined) and show the extreme unevenness of this 
development, and in a number of countries even 
stagnation, they say nothing about the sharp 
fluctuations in’ the volume of production and 
employment. The increase in labour productivity 
in capitalist countries is accompanied by an 
enormous waste of labour due to cyclic and 
chronic unemployment and unproductive utili- 
sation of the labour resources, 

About the wastefulness of capitalism Karl Marx 
wrote: “From a social point of view the produc- 
tiveness increases in the same ratio as the econ- 
omy of labour, which, in its turn, includes not 
only economy of the means of production, but 


average annual rale of increase in gross national product 
(in U.S. dollars, 1950) was 38 per cent in France 
(1951-60), 3.8 per cent in Italy (1938-60) and 1.6 per cent 
in Great Britain (1954-60). 
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also the avoidance of all useless labour. The 
capitalist mode of production. while on the one 
hand. enforcing economy in each individual busi- 
ness. on the other hand, begets, by its anarchi- 
cal system of competition. the most outrageous 
squandering of labour power and of the social 
means of production, not to mention the creation 
of a vast number of employments, at present 
indispensable, but in themselves superfluous”.* 

The following entirely incorrect explanation of 
the rates of economic development in the modern 
world ensues from Clark’s theory: 

the underdeveloped countries are developing 
slowly because they are agrarian; 

the imperialist countries are developing much 
faster, but still more slowly than a few decades 
ago because they have “gone through” the stage 
of industrial development and are now speedily 
expanding the “service sphere”: 

the socialist countries are developing rapidly 
for the simple reason that they are in the stage 
of accelerated industrial development. 

Here nearly everything has been put upside 
down, half-truths are mingled with outright 
untruths since Clark passes over in silence the 
main factor which determines the rates of the 
quantitative and qualitative increase in the pro- 
ductive forces, namely, the system of social rela- 
tions, and evades an analysis of the concrete 
historical features of the development of individ- 
ual countries. 


_Clark’s evaluation of the in in 
tional income of the U.S.S.R. is criticised even 


by bourgeois economists. For example, Studenski, 
the economist already mentioned above, notes: 


crease in the na- 


* Karl Marx, Capital, Vol. I. p- 530. 
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“Clark’s re-evaluations of the Soviet national 
income in British prices were roundabout and 
somewhat arbitrary and were susceplible of er- 
rors.”* In practice these “errors” amounted to 
very greatly underestimating the national income 
of the U.S.S.R. The errors are repeated also in 
the latest edition of the book. Here Clark arrives 
at the following conclusion concerning the 
U.S.S.R., comforting to himself and other bour- 
geois economists: “Though accelerating, the rate 
of growth is still below that of a good many 
other countries.”** According to Clark, this rate 
(average annual per cent) was 0.7 in 1913-28, 
1.6 in 1928-38, and 2.0 in 1938-53. 

The following figures offer a correct idea of 
the real correlation of the rates of increase in 
labour productivity between the U.S.S.R. and a 
number of capitalist countries. 


Table 4 
Rates of Increase in Workers’ Output in the 
Industries of the U.S.S.R. and the Main 
Capitalist Countries* 


Year | U.S. S. R U.S. A Britain | France 
1913 100 100 100 100 
1928 120 137 94 105 
1937 318 147 113 129 
1940 422 160 105** 114** 
1964 11.9-fold 313 162 267 


* Narodnoye hhozaistvo SSSR v 1961 godu (The Economy of the 
UE aie 1961), 1962, p. 141. 
** 1938. 


* Paul Studenski, op. cit., p. 371. 
** Colin Clark, The Conditions of Economic Progress, 
1957, p. 250. 
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To begin with, the table shows an entirely 
different picture of the growth of labour produc- 
livity in the U.S.S.R. Under socialism it is in- 
creasing at rates never achieved by capitalism at 
any period of its history. The facts convincingly 
demonstrate that the rates of long-term increase 
in labour productivity in the national economy 
are in the final analysis determined not by the 
structure of employment, but by the system of 
social relations. This also applies to the rates of 
growth of gross output. The average annual rales 
of increase in industrial production in the U.S.S.R. 
and the U.S.A. were respectively 10.1 and 3.3 per 
cent in 1918-60 and 11.1 and 2.5 per cent in 
1954-60.* The average annual increase in the 
total agricultural production in 1954-60 were 6.4 
and 2.4 per cent in the U.S.S.R. and the U.S.A. 
respectively.** 

Unlike the Keynesians who declared Malthus, 


the inventor of the “law of diminishing fertility”, 
Jilliam Petty, 


their spiritual father, Clark chose W 

British economist of the 17th century, as the 
object of his admiration.*** Petty wrote that 
there is much more to be gained by Manufac- 
ture than by Husbandry, and by Merchandise 
than by Manufacture”, and that “a Seaman is 


aistvo SSSR v 1960 godu (The 


* See Narodnoye khoz 
i 1960), Gosstatizdat, 1961, 


Economy of the U.S.S.R. in 


of fashion with modern bourg 

mere accident that L. H. Hany, noted bour; 
of economic theories, advanced the thesis on cyclic 
movement of economic thought in capitalist countries. 
(L. H. Hany, History of Economic Thought, New York, 


1949, p. 941.) 
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in effect three Husbandmen”. In these state- 
ments Clark sees the historical and theoretical 
foundations for his division of production in 
three spheres and draws the conclusion about 
the predominant growth of the services sphere, 
while in Petty’s discourses on economy condi- 
tioned by a very dense population he discerns 
the basis of the “law of increasing returns . 
Clark writes: “After a century and a half of 
Malthusian propaganda we come to regard 
dense populations, including our own, with 
some suspicion; and have lost sight of the 
obvious fact that, until a certain degree of pop- 
ulation density has been attained, no civilisa- 
tion at all is possible: and that many of the 
refinements and economies of civilisation only 
become possible under conditions of much 
higher population density.”* 

Thus to the erroneous assertion of the Mal- 
thusians that the increase in population density 
is the cause of diminished labour productivity 
Clark opposes the mistaken proposition that an 
increase in population density of itself leads to 
a rise in labour productivity.** Actually it is not 


* Colin Clark. The Conditions of Economic Progress, 
p. 493. 

** From these two opposite conceptions of Malthus and 
Young-Clark the noted bourgeois theoretician Paul A. 
Samuelson constructed his conception of “optimum 
population density”. According to this conceplion, with an 
increase in any country’s population density at the given 
level of science and technology the productivity of national 
labour increases by virtue of the increased possibilities 
of intra-national division of labour. But this increase is 
nol unlimited. At a certain stage of development the 
lation turns out lo be too numerous for the available 
1 resources and the negative effect of Malthus’ law 
of diminishing productivity begins to negale the advan- 
lages engendered by the increase in population density. 
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the population density, but the system of social 
relations, the concrete historical conditions of 
accumulation and many other factors that deter- 
mine the differences in the rates of increase in 
labour productivity. 

On the whole, according to Clark’s conception, 
the economic development of society is based on 
an increase in the volume of production. Itis 
on this and on the structure of employment that 
the rise in labour productivity and, consequently, 
also the change in the structure of demand and 
distribution of income very largely depend. 

It is quite natural for a conception, which as- 
serts that the labour productivity depends on the 
volume of production, to have made its appear- 
ance in the epoch of the general crisis of capital- 
ism when the enormous underloading of the 
production capacities and chronic unemployment 
lead to innumerable losses and lower the social 
productivity of labour. 

But what does the incr 
production depend upon? 
tion Clark’s theory gives pt 
for his reference to Young’s assertion that the 
increase in production is determined by an in- 
crease in population cannot be taken seriously. 
Only under the socialist mode of production does 


ease in the volume of 
To this decisive ques- 
actically no answer, 


ust overslep # certain optimum 
Holland, Indonesia 


and other densely populated countries disproves the fore- 


going formal-logical conception. The population density 
of an individual country is of no independent economic 
significance and its effect on productivity is connected 
with the level and rates of technical progress, the coun- 
try’s place in the international division of labour and, 
in the final analysis, with the system of social and 


economic relations in the give 


n country. 
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the increase in population, in addition to accumu- 
lation and scientific and technical progress, 
become a direct factor of increase in production. 
Under present-day conditions the limits imposed 
by capitalism on the increase in production are 
loo narrow compared with the potentialities of 
the modern productive forces, science and tech- 
nology. The available productive forces make 
possible a more rapid increase in production 
than is taking place in capitalist countries today. 
This is attested, for example, by the extreme 
unevenness of increase in production in different 
countries at different times. 
The Keynesians consider an excess of savings 
over investments the main impediment to this 
increase, whereas their opponents—the neo- 
liberals—on the contrary, believe insufficient 
savings to be the main danger. According to 
Clark, the demand and supply of capital in the 
long run balance each other. Clark sees the dan- 
ger in the restrictive practices of the monopolies 
(restriction of production and export of goods). 
While taking into account individual aspects and 
contradictions of modern capitalism (surplus of 
capital, anarchy of production, oppression by 
the monopolies), all schools of bourgeois political 
economy evade the main and fundamental issue 
engendered by the character of capitalist repro- 
duction, namely, the problem of realisation which 
has become aggravated under the conditions 
of modern monopoly and state-monopoly 
capitalism. Realisation being limited by the 
insufficient purchasing power of the masses, the 
volume of production in the capitalist world 
grows much more slowly than it could with the 
extant labour productivity and the available 
labour power. 
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Thus, the prospect that Clark sees for the 
developed capitalist countries is a certain slowing 
down of the rates of growth of the per capita 
national income. But this does not worry him 
at all since, as we saw it, with his statistics he 
has already “sated” the acutest requirements of 
the people of these countries. According to Clark, 
the problem of increase in wealth is a problem 
of past centuries. The aculest problem of today 


is that of distribution of incomes (not the wealth, 
but precisely the incomes). In the sphere of 
the 


distribution he finds that capitalism has 
“finest” prospects. To the countries with private 
enterprise he promises an equalisation of the 
incomes with a slowing of the rates of growth of 
the per capita income. 

Examining the problem of distribution Clark 
proceeds from the following propositions: “(1) 
The distribution of the net agricultural product 
and the net non-agricultural product should be 
regarded as two entirely separate problems, to 
be analysed separately. (2)... it is not practical, 
at any rate at present, to make distinction be- 
tween wages and salaries. (3)... in the case of 
all working proprietors ..- it is reasonable to 
impute that their income contains an element 
representing; the remuneration of labour equal 
to the average per head earnings of the whole 
body of wage and salary earners. (4)... it is 
also not practical, at present, to separate the 
remuneration of capital as such from the remu- 


nerations of effort and risk.”* 
Clark writes: “... Countries where labour 


* Colin Clark, The Conditions of Economic Progress, 
pP. 616. 
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receives the highest share of the product are 
France and the U.S., where it is now over 80 
per cent, but ... there are a number of other 
countries in which the figure is in the neigh- 
bourhood of 75 per cent. The lowest ratios are 
found in Mexico and Chile and it is probable 
that labour receives throughout Latin America 
a low share of the product. ...In Latin America, 
not only is labour’s share of the product low, 
but its trend still seems to be downwards. ... In 
most other countries the trend is upwards, 
though there are some interesting exceptions. 
“.. It will be appreciated that the remainder 
of the net national product, ranging from 45 per 
cent in some Latin American countries down t0 
20 per cent or less in some others, must represent 
the combined net remuneration of capital, enter- 
prise and risk-taking. The downward tendency 
of this proportion in most countries is clear. But 
it is equally clear that it is unlikely to disappear 
altogether. One might even ask, a priori, if it is 


conceivable that this figure should fall much 
below 20 per cent,”* 


These data on 
income are 


» according to which all 
S who serve the various 


s and the number of per- 
bourgeois groups of the 
an illusion of an “increase 
abour” in the national income 


* Colin Clark, The 


Conditions of Economic Progress» 
pp. 617, 620-21. 


272 


is created. Actually, however, the share of the 
working people. producing the national income, 
in the consumption of this income is diminishing 
if only as a result of the increase in the share 
of those who are occupied in the non-productive 
sphere. Trying theoretically to substantiate a 
contrary assertion Clark employs the thesis of 
the predominant increase in the services sphere, 
but it is precisely this thesis that disproves the 
initial proposition. 

Clark further turns to the conception elaborat- 
ed by the followers of Tugan-Baranovsky; ac- 
cording to this conception, the distribution of 
the national income is determined by the “cor- 
relation of forces”. With the development 0 
capitalism the share of the working class in the 
national income presumably increases, while the 
share of the capitalists decreases. Clark an- 
nounces that it is necessary to supplement this 
“non-economic” interpretation by “purely econo: 
mic” argumentation. He proceeds from the fact 
that in the services sphere there is several times 
less capital per one employed than in industry, 
for which reason it takes much less capital to set 
up an enterprise in this sphere than it does in 
industry. So, Clark concludes, by saving money 
any worker can become an entrepreneur. pu; 
if the number of entrepreneurs proves too large, 
some of them will become workers. This transfer, 
according to Clark, equalises the remuneration 
of the “labour factor” and the “enterprise factor , 
i.e., the incomes of entreprene 


urs and workers. 
The accelerated increase in the services sphere 1s 
thus the motive force 


in eliminating the gulf 
between labour and capital, and in creating the 
“welfare” society- 
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Clark writes: “The distribution of the product 
of industry between labour and capital used Lo 
be envisaged by many economists, with their 
attention concentrated upon the capital resources 
of large-scale industry on the one hand and an 
impoverished proletariat on the other, as a 
struggle between non-competing groups. ... The 
worker could not become a capitalist nor the 
capitalist a worker; the distribution of the pro- 
duct between them was held by many to be in- 
determined, or settled only by relative bargain- 
ing powers. 

“Now that we envisage a large and increasing 
proportion of the national product representing 
the output of service industries and of small- 
scale manufacture, different considerations arise. 
The wage-earner, under certain circumstances 
at any rate, has an opportunity of engaging in 
enterprise of his own. Alternatively, if wages 
appear high relative to the earnings of enterprise, 
the small entrepreneur will cheerfully abandon 
his business and undertake wage work. Under 
these circumstances the distribution of the pro- 
duct will in the long run be determined by the 
extent of these movements into and out of the 
field of enterprise. 

“Thus, with time, and as the wage-earner’s 
opportunities of obtaining capital, education and 
experience increase, he will compete more formi- 
dably with existing enterprises. The relative 
remuneration of enterprise and capilal may be 
further reduced and labour may obtain more 
than 80 per cent of the product. On the other 
hand, it is clear that the process cannot go very 
much further. One might say, in general terms, 
that at least 10 per cent of the product must be 
reserved for the remuneration of other factors 
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of production, if the necessary element of 
enterprise is to be maintained”.* 

The absurdity of this conception of “entre- 
preneur” becomes apparent upon closer examina- 
tion of what it includes. Clark, it turns out, 
regards as “entrepreneurs” the monopolist and 
the small merchant (even the peddler) and the 
farmer. This generally untenable classification of 
qualitatively different social groups is particular- 
ly absurd for the epoch of imperialism. Even 
the data cited in Clark’s book in some other 
connection show clearly enough that there is 
nothing in common between the positions of the 
large monopoly entrepreneurs and the small 
businessmen. For example, Clark quotes the 
bourgeois economists Weintraub and Magdolf on 
“entrepreneurs” in retail trade: “Some of the 
persons absorbed must þe regarded as having 
assumed a status of disguised unemployment, 
judging from the higher rates of mortality of 
establishments engaged in retail trade and the 
incomes of large sections of the small business- 


men,”** 


The data cite 
access new entre 


d by Clark to prove what an easy 
preneurs have to the services 


sphere actually prove the contrary, i.e., how 
easily small businessmen are ruined. According 
to a random investigation, the average term of 
enterprises in small English towns in the last 
100 years has been 3-5 years. This shows that 
small enterprises absolutely predominating 


numerically rapidly g° bankrupt. 


a 
* Colin Clark, 


pp. 621-22. 
** Ibid., p. 401. 


The Conditions of Economic Progress, 
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From the materials of the American Senate 
ciled by Clark it follows that “business deaths 
have varied from 250,000 to 450,000 establish- 
ments annually since 1900, while from 300,000 
to 500.000 new business enterprises have been 
launched each year in the U.S. during the same 
period.... New businesses ... start in a ratio of 
about 1:5 of concerns in existence’’* 

Small businessmen compete with each other 
and perish by the hundreds of thousands. This 
benefits large monopolies, but does nol alfect 
the distribution of the national income between 
the working class and the class of capitalists. 

Clark sets forth his main idea at the end of 
his book. This idea is as old as bourgeois society 
itself, i.e., capitalist property and incomes must 
not be expropriated because the workers them- 
selves have nothing to gain by it. He writes: 
“In a country where labour already obtains 80 
per cent of the net national product, even if no 
further rise in this ratio takes place, assuming 
that real product per man-hour is rising at the 
rate of 2 per cent per annum, we reach the in- 
teresting conclusion that labour has as much to 
gain, in the way of real income, from ten years’ 
normal development as it could obtain by com- 
plete expropriation of all the income of capital 
and enterprise now. . . .°** 

At this point we might conclude the examina- 
tion of Clark’s conception. It turns oul, however, 
that the “law of increasing returns” “discovered” 
by him not only promises welfare, but also con- 
ceals an enormous danger. This danger lies in 
the growth of monopolies and sharp intensifica- 


* Colin Clark, The Conditions of Economic Progress, 
p. 401. 
** Ibid., p: 621. 
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tion of the competitive struggle in world markets 
and the ensuing threat of “extreme nationalism”, 
for which reason Clark resolutely opposes the 
free play of the economic forces of capitalism 
(the laissez-faire principle). According to Clark, 
the economic mechanism with the free play of 
economic forces functions more or less satisfac- 
torily only under conditions of “diminishing 
returns”, i.e., when upon attaining the optimum 
size enterprises have no more stimuli to further 
expansion of production; this restriction ensures 
maintenance of the conditions of free competi- 
tion. But in cases of “diminishing returns” in 
branches producing non-transportable products 
(for example in public utilities) free competition 
is replaced by monopoly. Moreover, even when 
assuming that production is governed by the 
“law of diminishing returns”, the free play of 
economic forces does not ensure full employ- 
ment of the resources. “Further, it is now admit- 
ted by all economists that a laissez-faire system 
is not self-regulating in the matter of ensuring 
full employment of resources as a whole, and 
that a governmentally regulated monetary policy 
is necessary to this end.”* 

Clark thus subscribes to the Keynesian argu- 
mentation in favour of “regulated capitalism”. 

But Clark is convinced that the decisive blow 
at the argumentation of the advocates of the 
laissez-faire principle is delivered not by Keynes- 
ianism, but by his own “law of increasing 
returns”. The laissez-faire principle cannot 
Jer conditions of “increasing returns”, 


operate unc 
the returns, in his opinion, increase 


and since 


* Colin Clark, The Conditions of Economic Progress, 
pP: X. 
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in the overwhelming majority of branches, the 
law cannot operate at all, but must be replaced 
by the principle of state regulation. 

“Why then is the freedom of enterprise incom- 
patible with the “law of increasing returns”? 

Answering this question Clark essentially 
creates a new variant of the theory of monop- 
olies, the theory of imperialism. 

Clark’s theory of monopolies differs from a 
number of other modern bourgeois conceptions 
and from E. Chamberlin’s conception of “mo- 
nopolistic competition” in particular. This theory 
might be called a “theory of surplus production” 
since it proceeds from the idea that in most 
branches there is a tendency towards chronic 
overproduction. Unlike Chamberlin’s theory 
which justifies and even lauds monopolies, 
Clark’s conclusions gravitate towards reformist 
criticism of the monopolies and in this respect 
approach Robinson’s conclusions. 

According to Clark’s theory, in the case of 
“increasing returns” the marginal costs are 
below the average and this drives the enterprises 
to expansion of the volume of production and 
to great intensification of competition. ‘“The 
result,” writes Clark, “must be one of three 
things: 

“(I) Competition may continue till there only 
remain a few businesses who finally reach agree- 
ment, or possibly only one business, and prob- 
ably not the most efficient, for success in such 
competition depends on abundance of financial 
resources rather than upon true efficiency. 

“(II) Alternatively, agreement between the 
competitors, express or tacit, upon maintenance 
of prices and restriction of output, may be 
obtained before this stage is reached. 
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“(III) Alternatively, competition may take the 
form of hypertrophied selling effort, advertising, 
offering the consumer auxiliary goods and serv- 
ices which he does not really want, and in other 
ways artificially raising marginal costs (or 
lowering marginal revenue) until equilibrium 
can be attained.”* 

In all three cases the consumer will get less 
goods and will have to bear greater expenses; 
moreover, the inequality in the distribution of 
the income will increase. In these cases, Clark 
notes, state control of production and prices or 
state ownership is advisable. State control or 
state ownership may also be needed in the 
branches where private enterprises are unable to 
carry on production on a large enough scale to 
ensure “increasing returns”. 

Clark thus uses the method which prevails 
among modern bourgeois economists: he opposes 
the “regulatory” activity of the state to the 
growth of monopolies, misrepresenting the true 
nature of intervention of the bourgeois state in 
the economy. 

Clark does not study the role of the bourgeois 
state in economic development. But the state is 
invisibly present everywhere as some “higher 
power” capable of determining the direction of 
economic development. Such views of Clark are 
not accidental; they are connected with the 
subjective idealist conception of social devel- 
opment prevalent among modern bourgeois eco- 
nomists. According to this conception, a political 
system is a reflection of some abstract “human 
nature” and economy is but a certain method of 


* Colin Clark, The Conditions of Economic Progress, 


p- XII. 
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using the productive forces within the framework 
of the given political system. In accordance with 
this view, Clark (invoking the help of even Tho- 
mas Aquinas) establishes a “hierarchy of 
sciences”: the technical sciences must be 
subordinated to political economy and the latter 
to history, political history in the first place. But 
the highest criteria of acceptability or inaccept- 
ability of any conclusion of economic theory 
and even policy are the conclusions of ethics, 
the philosophy of morals which studies “human 
nature”, 

Clark completely subscribes to the following 
assertion of G. R. G. Mure, a bourgeois ideologist: 
“A political theory (describes) the kind of human 
community its advocate thinks desirable and also 
possible, having regard to human nature. An 
economic theory, on the other hand, is what 
somebody supposes to be the best way in which 
a community can get and use the material means 
to living the kind of life which it thinks possible 
and desirable.”* 

Such a “philosophy” has a double meaning. If 
democracy corresponds to “human nature”, then 
the most “economic” mode of production is 
capitalism. Within these limits Clark is a 
“determinist”. But, if the economy of capitalism 
does not in some way correspond to the interests 
of the given political system and “human nature”, 
it may be “corrected” by methods of state 
intervention. Here Clark is a voluntarist and 
without any quotation marks either. 

At the same time such a definition of the 


subject matter and tasks of political economy 


* Colin Clark, The Conditions of Economic Progress, 
p: 2. 
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attests to a retreat of a number of noted bour- 
geois economists from the former “classic” 
definition that their “science” studies the best 
mode of production and distribution of material 
wealth. Now these economists claim merely to 
be studying the best mode of production within 
the framework of the given political system, 
shifting the burden of proving what political 
system is the “best” to sociologists and philoso- 
phers. 

It is known that society produces material 
wealth not on a voluntarily chosen basis, but on 
the basis of the productive forces created by the 
labour of many generations. Each historical 
stage of development of the productive forces 
calls to life a certain social structure and requires 
a certain social organisation of production. 
Hence the domination of a corresponding politi- 
cal system and the spread of specific ideological 
conceptions. “Human nature” and the type of 
political organisation of society thus turn out to 
be not the basic factors with respect to produc- 
tion, the economy, but, on the contrary, derivative 
phenomena in the historical process. According 
to Vladimir Lenin’s classical definition, politics 
are a concentrated expression of the economy, its 
generalisation and consummation.* This defini- 
tion emphasises that the economy forms the 
deepest content of politics and that politics in its 
turn actively affect the economy. A , 

For the most complex natural and historical 
process of development of the productive forces, 
for the law-governed succession of economic 
formations and political systems Clark tries to 
substitute a primitive idealist scheme of choice: 


——— 


* Lenin, Collected Works, Vol. 32, p. 83. 
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there is an eternal human nature, philosophers 
and sociologists choose for it, like fashionable 
tailors, a fitting political dress, and the econo- 
mists, proceeding from the chosen political 
system, find the “best” scheme for economic 
organisation. If everything were so simple, the 
entire preceding history of man would not have 
been a history of revolutionary struggle and 
succession of various social and economic for- 
mations occurring on the general basis of revolu- 
tions, now slow and now rapid, in the productive 
forces of society. 

In formulating his views of the determining 
role of ethics and politics with regard to 
economics Clark was unable to adduce any 
convincing arguments to support them. His only 
argument is that “without a political order men 
cannot live together in communities at all”.* 
This is an entirely empty and abstract argument 
since politics are primarily a category which 
expresses the relations of certain classes, while 
the class structure of society is determined in 
the first place by the economic conditions of 
production. The idealist interpretation of the role 
played by the bourgeois state leads Clark to 
overestimating the state policy in the economy 
in general and in the development of monopolies 
in particular. 

Clark is trying to explain the origin of mono- 
polies not so much by the laws of capitalist 
production as by the policy of protectionism 
pursued by the state. He writes: “If international 
commerce is entirely free, monopolies are un- 
likely to grow up, except in the production of 


* Colin Clark, The Economic Conditions of Progress, 
pees 
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goods and services which require large and 
indivisible units of production, and cannot be 
transported for any distance. . . ae 

While noting the close connection between 
monopolies and protectionism, Clark ignores the 
decisive aspect of this connection, namely, the 
independent and determining role of the monop- 
olies. As the experience of the Common Market 
has shown, under certain conditions protection- 
ism within a separate group of countries may 
be lessened, but this not only fails to liquidate 
the monopolies, but furnishes an additional 
impetus to the growth of international cartels. 
The easing of the protectionism effected in the 
Common Market countries under the false 
slogan of “free trade” actually served the purpose 
of facilitating and accelerating the specialisation 
of production and the consolidation of the posi- 
tions of big capital within the framework of 
international monopolies precisely at the expense 
of the small and middle enterprises. It is note- 
worthy that in his last pook Clark admits, despite 
his own theory, that “the formation of the Eu- 
ropean Economic Community will provide a 
happy hunting ground for the organisers of 
cartels”. As for the anti-cartel laws in the 
Common Market countries, Clark has himself 


discovered here “a most dangerous tendency to 
substitue words for deeds” .** Re 
Depending on the concrete conditions the 
monopolies use the slogan of protectionism, as 
well as the slogan of “free trade”, for the very 
same purpose of stifling the last remnants of 


free competition and free trade. 


* Ibid., p. IX. E 
** Colin Clark, British Trade in the Common Market, 


London, 1962, pp- 100, 105. 
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Clark acknowledges that under modern condi- 
tions free trade is impossible. but by turning the 
real relations upside down he explains this not 
by the domination of monopolies, but by 
“national interests” and non-historical “law of 
increasing returns”. 

Clark regards the fact that freedom of trade 
under conditions of “increasing returns” cannot 
ensure the most productive utilisation of the 
resources of each individual country as an im- 
portant argument in favour of state regulation, 
He observes that, if the “law of diminishing 
returns” were operating, each country would 
receive under the conditions of free trade a place 
in the international division of labour that would 
correspond to its specific potentialities to the 
greatest degree possible. Under such conditions 
any artificial regulation would only result in 
losses. But, as Clark asserts, since the interna- 
tional economic relations are also governed by 
the “law of increasing returns”, the picture 
sharply changes. Under these conditions free 
trade hinders the moyement of labour resources 
and capital from the branches governed by the 
“law of diminishing returns” (agriculture) to 
those governed by the “law of incr sasing 
returns” (industry). It also hampers the in- 
crease in the scale of industrial production 
and thereby the increase in its returns. That is 
why, Clark declares, he considers protectionism 
or, according to his terminology, “nationalism” 
economically justified, especially in underdevel- 
oped countries. According to Clark, state regula- 
lion of foreign trade would alter the structure of 
production in favour of industry al the expense 
of agricullure and would increase the returns of 
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the national industry by increasing the scale of 
production. 
A But “nationalism” limits the market, which 
inevilably accelerates the growth of monopolies 
wilhin the country; this growth in turn increases 
the necessity for introducing “socialism” (by 
“socialism” Clark implies intervention of the 
bourgeois slate in the economic life of society). 
Thus “nationalism” in foreign and “socialism” 
in internal economic policy stimulate and 
strengthen each other and under conditions 
governed by the “law of increasing returns” are 
both natural. Hence, according to Clark, the 
“natural” economic laws, if sociely observes only 
them, lead to coalescence of “nationalism” and 
“socialism”. Clark writes that “the alliance of 
Nationalism and Socialism produce a monster 
which threatens to devour the world... nF 
Clark thus notes the definite processes in the 
economy and politics of modern capitalism which 
were long ago much more fully revealed and 
analysed in Marxist economic literature, namely, 
that technical progress and the advantages of 
large-scale production are conducive to concen- 
tration which, in turn, under the conditions of 
capitalism leads to the growth of monopolies, to 
development of finance capital and a finance 
oligarchy. This process forms one of the founda- 


lions for the growth of state-monopoly capital- 
ism, the aggravated struggle of imperialist states 
for foreign markets, protectionism and other 
forms of “economic nationalism”. At the same 
time Clark oversimplifies the connections be- 
tween phenomena, omits the necessary links in 
them and confuses different concepts. 

* Colin Clark, The Conditions of Economic Progress, 


p. XIV. 
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It was already stated above that Clark passes 
for socialism what is in no way socialism, but 
is one of the forms of stale-monopoly capitalism. 
The direct connection made by Clark between 
the tendency towards raising the marginal pro- 
ductivity and the threat of “national-socialism”, 
ie., fascism, is a clear simplification and a 
strained interpretation. Fascism as the most 
reactionary and bloody form of dictatorship of 
finance capital appears on the basis of develop- 
ment of state-monopoly capitalism under definite 
historical conditions, when the class struggle 
within the country and on the international 
arena has reached a certain point, and to deduce 
it directly from the mechanism of development 
of the productive forces is clearly to distort 
historical truth. At the same time it is not 
uninteresting to note that this prominent and 
comparatively liberally-minded bourgeois econ- 
omist is trying in his own ways to discover the 
law-governed connections between the economic 
processes operating in the womb of modern 
capitalism and the tendency to fascisation of the 
political life observed in a number of imperialist 
powers. Here Clark enters into a contradiction 
with his own idealist views concerning the cor- 
relation between economy and politics, as well 
as with the superficial conceptions of many 
bourgeois economists who ignore the connections 
between economic processes and events of poli- 
tical life. 

Here we come to the essential difference be- 
tween post-war Keynesianism and Colin Clark 
in their evaluation of the main trend, the main 
form of state-monopoly intervention in the 
economy. 

While the Keynesians demand such measures 


286 


as credit and money regulation, increase in the 
budgel, stimulation of export and limitation of 
import, etc., Clark deems it necessary to shift 
the centre of gravity lo curbing the activities of 
the monopolies and nationalising certain 
branches of the economy where monopolisation 
has gone too far. The main danger of Keynesian 
regulation is, according to Clark, that it leads to 
shutting the national economy off from the world 
economy, to “nationalism”. Clark clearly alludes 
that the Keynesian recipes drive towards totali- 
tarianism, i.e., lo fascism. 

Society, as Clark believes, has two ways of 
avoiding the catastrophe—either free trade 
within the country combined with foreign 
economic “nationalism” (i.e. protectionism) or 
“socialism” (i.e., state intervention in the 
economy) in internal and “internationalism” in 
foreign economic policy. Clark declares only the 
latter way to be practically possible. Considering 
the meaning Clark attaches to these terms, he 
advocates a combination of state-monopoly 
capitalism internally with a system of state- 
monopoly agreements in world markets. 4 

Thus the main conclusion of Colin Clark’s 
book The Conditions of Economic Progress is 
that the free play of the economic forces of 
capitalism “produces a monster which threatens 
to devour the world”. But in vain does Clark 
believe in the life-saving role of state regulation; 
the bourgeois state does not oppose the monopo- 
lies. State-monopoly capitalism means a combina- 
tion of the forces of the monopolies with the 
power of the state for the purpose of intensifying 
the exploitation of the working people and of 
enriching the monopolies. The only way which 
ensures peace, freedom, equality and conditions 
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for rapid economic progress to mankind is the 
way of scientific socialism. Life has fully con- 
firmed Marx’s historical words: “When a great 
social revolution shall haye mastered the results 
of the bourgeois epoch, the market of the world 
and the modern powers of production, and 
subjected them to the common control of the 
most advanced peoples, then only will human 
progress cease to resemble that hideous pagan 


idol who would not drink the nectar but from 
the skulls of the slain.” 


_ * Karl Marx, “The Future Results of the British Rule 
in India”, K. Marx and F. Engels, The First Indian War 
of Independence 1857-1859, Moscow, p. 38. 
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